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EADJUSTMENT in consumers’ nondurable 
goods industries during the early part of this 
year was seen as the forerunner of a general busi- 
ness recession. But a revival in nearly every phase 
of business activity has now injected a new note of 
optimism. “How could we expect a drop in business 
to materialize when demand for every conceivable 
type of consumers’ durable goods remains intense,” 
is the theme song today. 

The statistics, often several weeks behind current 
events, do not, however, as yet support such optimism 
at all points, and certain factors, particularly the 
export outlook, are still causing concern in some quar- 
ters. 


60 MILLION JOBS 


The total civilian labor force aggregated 62.6 mil- 
lion workers as of June, 1947, according to the De- 
partment of Commerce, and of this group 60.1 million 
were employed. This compared with 46 million em- 
ployed in 1939—an increase of 14 million. Unem- 
ployment in June, 1947, totaled 2.5 million, the high- 
est this year and almost as high as a year earlier when 
strikes and material shortages were upsetting produc- 
tion schedules. Employment in manufacturing es- 
tablishments declined in April and May, and the 
upturn in June was moderate in size. In March, there 
were 15,511,000 employed as compared with 14,371,- 
000 a year earlier. In June, 1947, there were 15,259,000 
employed. The increase in June was quite moder- 
ate. (See Table 1.) 
Weekly earnings have more than doubled since 
before the war and are at record levels. In all man- 
ufacturing industries, weekly earnings of workers in 
June, 1947, reached $48.91, according to preliminary 
estimates of the Bureau of Labor Statistics. This rate 
compares with a 1939 monthly average of $23.86. Cur- 
‘rent wage increases will probably push average week- 

ly earnings over the $49 mark. Real earnings, after 
making allowances for the increase in the cost of 
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living, have declined from the 1945 peak, but are 
still about one third higher than before the war. 

The decline in industrial production is another | 
factor to consider. Production, as measured by the 
Federal Reserve index (1935-1939=100; seasonably 
adjusted) was at its postwar peak in March at 190, 
but declined steadily thereafter. For June, the pre- 
liminary estimate is 183. Tus Conrerence Boarp 
estimates 178 for July, or a 6% drop from March, the 
postwar peak. 


OUTLOOK FOR EXPORTS 


Foreign demand for farm commodities, foodstuffs 
and manufactured goods has aided in sustaining em- 
ployment and consumer incomes. The rise in exports, 
however, has not been accompanied by any notice- 
able increase in imports. Total goods and services 
transferred to other countries rose to an annual rate 
of $20.7 billion during the first six months of this 
year as compared with a rate of $15.3 billion in the 
final quarter of 1946. At the present rate, our ex- 
ports exceed imports by $11 billion. 

The President’s economic report points out that 
more than one half of the excess goods and services 
received from us over those supplied to us was fi- 
nanced by aids and loans extended by the Federal 
Government. All continents and most countries par- 
ticipated in the increase of American exports but 
Europe received the lion’s share of the increase. Since 
late 1946, relief shipments have been declining, but 
exports to Europe, nevertheless, totaled nearly $1.5 
billion in the quarter ended June 30 as compared with 
$1.1 billion a year earlier. Our exports to other con- 
tinents, however, meanwhile enormously increased. 
One result is that Europe’s share has declined. Dur- 
ing the first quarter of last year, Europe accounted 
for 48.9% of total exports. A year later, Europe’s vol- 
ume had shrunk to 38.3%, or 3.6 percentage points 
below the 1936-1938 quarterly average of 41.9% of 
total exports. (See Table 3.) 
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Exports to Canada and other North American 
countries rose to more than a billion dollars in 
the second quarter of this year, against about half 
that amount last year. South American countries re- 
ceived 16.8% of total exports, as compared with 11.1% 
a year earlier and only 9.3% in the 1936-1938 period. 
In dollar figures exports to South America in the 
second quarter aggregated $670 million, as compared 
with $275 million a year earlier and only $69 million 
a quarter in the 1936-1938 period. 

South American governments are becoming increas- 
ingly concerned about the contraction in dollar bal- 
ances. The same factor is troubling European coun- 
tries. The United Kingdom drew down $700 million 
in July alone, and the $1 billion remaining is expected 
to be exhausted before the year’s end. 

It is difficult to see how this excess of exports over 
imports can continue for many months. Businessmen 
operating in foreign markets already report a contrac- 
tion in buying because of this problem. Exports in 
June were 13% below the month before. A contribu- 
tory factor was a shipping strike, but a substantial 
drop in July exports might be extremely significant. 

The importance of exports varies from product to 
product. More than 16% of the rails produced in the 
first quarter of 1947 was exported, as compared 
with 3.8% in 1939. Nearly 21% of the motor trucks 
and buses turned out in the first quarter of this 


year was shipped abroad. Freight-car exports (on a 
dollar volume basis) accounted for more than half 
of production as compared with less than 1% in 1939. 
(See Table 2.) 


FARM INCOME STAYS HIGH 


Total gross farm income exceeded $24 billion in 
1946 and is up nearly one third for the first half of 
1947 according to preliminary estimates. Gross farm 
income has exceeded $22 billion for four consecutive 
years, with more than half of that amount realized 
in ‘net income to farm operators. 

During the first five months of this year receipts 
from marketings, coupled with government payments, 
ran 25% ahead of last year. Hence, despite higher 
operating costs, net farm cash income is likely to ex- 
ceed the 15.1 billion realized in 1946. 

All of this indicates a continued, strong demand by 
farm operators for a broad list of durable and non- 
durable goods. Demand for farm machinery and 
equipment is a prime example of market potential: 
Between 1925 and 1940, farmers spent about 8.8% of 
net cash farm income for agricultural equipment. As- 
suming that the relationship of expenditures for farm 
equipment to net cash farm income is maintained this 
year, agricultural equipment manufacturers would 
gross about $1.3 billion—the largest for any peace- 
time year in history. 


TABLE 1: NUMBER OF EMPLOYEES IN NONAGRICULTURAL ESTABLISHMENTS, 1939-47! 


Source: Department of Labor 


In Thousands 
Manufacturing Transpor- 
tation and i Govern- 
Year or Month Total Woheabl Public i ment 
ura) 
cours le Utilities 
ROBO See cleave be tle Agee re oes 30,287 5,720 2,912 3,987 
ADAG ag ten aan terres ue 32,031 5,805 3,013 _ 4,192 
LOE Nee eke, Lond weer 36,164 6,488 3,248 4,622 
ROAe ree eo at a ay et ee 39,697 6,873 5,431 
TORR ras Sots dee boise. 42,042 7,084 6,049 
OS BAe aie ee a RE ee a 41,480 6,912 6,026 
NORD ete Caius Lae cada shh Oakes Se 39,977 6,825 5,967 
OY TAG pio SP ay Bly ae COM a 40,712 7,263 5,595 
1946) January. poke ceweces tae 38,745 6,898 5,613 
A REE ay Art ee 38,148 7,020 5,623 
gchar ar na emt Waa 39,184 7,109 5,671 
Bsc. vc ty RO ee nee 39,908 7,141 5,661 
Seen oe pees, a ae 40,258 7,124 5,695 
SOS EL aint cease 40,680 7,199 5,614 
PT PGRN Ai try ee 40,877 7,219 5,488 
Ae ave ie 41,466 7,390 5,502 
ite eos china ae 41,848 7,445 5,605 
ame APC pa 42,065 7,441 5,551 
PTET OTe Sok: | 42,439 7,550 5,475 
BR hE a ee 42,928 7,617 5,638 
1047: January. ic... :..,.....60% 41,795 7,591 5,384 
HE peat eee. 41,849 7,618 5,367 
Seas ed ih ciathnae ae 42,043 7,618 5,415 
Ie Se tener AS et OS ee 41,823 7,587 5,426 
ok Die ERO ok teak ee 41,916 7,450 5,447 
Pe See Velo e ee 42,226 7,443 
tNumber of emplo in i i i ti i domestic servants, and nnel of the armed 
asd yasttiodl maqu and wlary wakes a seco ohare nt aaa ae ap ee Se iad 
or received"pay during the pay period ending nearest the fifteenth of the month. pPreliminary. 
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TABLE 2: UNITED STATES PRODUCTION AND EXPORTS OF SELECTED NONFOOD COMMODITIES 


Source: Department of Commerce 
Production Exports Exports as Percent of Production 
Commodity Unit of Measure First First First 
Quarter, 1946 1939 Quarter, 1946 19389 Quarter, 1946 
1947 1947 1947 
Rolled steel produgts. =. , 4 Gatos 1,000 tons 14,995 | 53,073 | 34,955 1,583 4,800 2,528 10.6 9.0 TZ 
Plates Bbalsheetay: ct, devs Neha ooh. 6,007 | 20,067 | 14,129 463 1,523 1,071 Volk 7.6 7.6 
Tin plate and terne plates. We gs 770 2,834 2,561 132 379 348 17 3 13.4 13.6 
Tubular products}. ......... .| 1,000 tons 1,396 | 4,792 | 4,883 150 386 256 10.7 8.1 5.3 
Bars °. Jon Soin ee Ei Gees cer are ee 2,827 | 10,055 5,913 286 699 234 10.1 7.0 4.0 
LSE, 903 Se a eS, Oe ee 760 2,588 1,753 126 445 66 16.6 17.2 3.8 
Lumber (sawmill products)............ million bd. ft. 7,200 | 30,300 | 24,975 270 649 1,104 3.8 2.1 4.4 
Freight RMU IROL sc. Sasele m A Ro ar otal one 1,000 dollars* 78,921 | 208,216 | 63,249 | 42,210 | 40,551 419 53.5 19.5 Wi 
Motor trucks, busses, and chassis, new?.| 1,000 units 335 940 710 70 171 115 20.9 18.2 16.2 
Motor truck and auto’bile tires (casings)| thousands 25,000 | 82,298 | 57,612 1,028 2,465 1,182 4.1 3.0 2.1 
Refrigerators, electric household....... 1,000 units 636 1,908 1,979 49 103 124 Tat 5.4 6.3 
Radios, receiving sets................. 1,000 units 4,500 | 15,000 | 10,318 430 832 552 9.6 5.5 5.3 
Boots and shoes other than rubber... .| million pairs 120 529 424 2 13 3 1.7 2.5 Ar 
eVearmpappare!®.. .....6 .s<occe dex - million dollars | 1,905 | 7,031} 3,351 47 151 22 2.5 2.1 of 
Petroleum, crude, domestic............ million barrels 432 1,733 1,265 8 43 72 1.9 2.5 5.7 
Refined mineral oils.................. million dollars n.a. n.a. 2,307 n.d. n.d. 263 n.a. n.d. 11.4 
Motor fuel and gasoline............. million barrels 193 776 611 11 49 41 5.7 6.3 6.7 
Gas and BUCHOS (5 eee RR ces ac oad 179 719 468 7 33 46 3.9 4.7 9.7 
Lubricating Gils. pa eee. Tie. toes 13 46 35 4 11 12 30.7 23.9 33.6 
ANCEAPERE SNe keith oes te 28 104 69 2 8 8 Het if ay ef 


1Total tubular products in 1939; excludes cast-iron pipe and fittings in 1946 and 
January-March, 1947, _ 
Estimated value of shipments to United States railroads and to foreign markets. 


Table 3: United States Exports! 


Source: Department of Commerce 


1936-38 


Continent 


North America. 
South America. 


North America. 
South America. 


So ats Pale tle for June included. 

Bank deposits, plus currency outside of banks, cur- 
rently amount to about $165 billion, as compared with 
the wartime peak of $175.4 billion in December, 1945, 
and $60.9 billion in June, 1939. In addition, there are 
now $30.7 billion in Series E savings bonds outstand- 
ing as compared with $30.3 billion in December, 1946. 


LIQUID SAVINGS BUOY DEMAND 


Savings have been in a downtrend since the begin- 
ning of last year. Net savings at a seasonally adjusted 
annual rate amounted to $16.6 billion during the first 
quarter of last year. By the final quarter of 1946, 


3Exports data cover complete cars only; they exclude shipments of parts for 
assembly abroad. | y 
‘Value of production is estimated; data include wearing apparel except footwear. 


they were cut to an annual rate of $13.1 billion, or 
7.8% of disposable income, as compared with 11% 
in the first quarter. 

The Department of Commerce estimates that sav- 
ings in the first half of 1947 had dropped to an annual 
rate of $11.6 billion and that individuals were spend- 
ing 93.2% of disposable income for consumers’ goods 
and services. This is far below 1944 when consum- 
ers saved 24.4% of disposable income. But goods 
were not available then, and moreover, it was con- 
sidered unpatriotic to spend. The present rate com- 
pares favorably, however, with prewar years. In the 
1935-1940 period, individuals expended all but about 
5% of disposable income for consumers’ goods and 
services as against 6.8% during the first half of this 
year. 

THE COAL SITUATION 


Peaceful settlement of the wage question offers rea- 
sonable hope of tranquillity in the bituminous coal in- 
dustry until June 30, 1948. The settlement also lends 
assurance of a continued high rate of production 
throughout the remainder of this year. 

Production during the first thirty weeks of 1947 
ran far ahead of last year, and, before the wage and 
hour agreement of July, promised to exceed the rec- 
ord of 619,576,000 tons produced in 1944. During the 
thirty weeks ended July 26, 1947, production totaled 
346,619,000 tons, as compared with 281,758,000 tons a 
year earlier, and 352,597,000 tons in 1944, the record 
year for bituminous coal production. (See Table 4.) 

Bituminous coal production topped 13 million tons 
in eight out of the thirty weeks, as against only four 
times in that same period a year earlier. A 13 million- 
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ton week was virtually unknown within the industry 
before 1946. 

Higher prices for coal have enabled marginal pro- 
ducers to reenter the field. But the longer work week 
and the step-up of strip-mining operations are more 
important factors, accounting for the increased output. 


Table 4: Bituminous Coal Production for First 
Thirty Weeks of Year 
Source: Bureau of Mines 
Thousand Net Tons 


Number of Weeks with Produc- 


tion of (Millions of Tons) Production for 


Annual 
First | Thictioth | *'Gon 

Hi e' 

Above | ra and'rs | Below 22 | weeks ce oe 

Year 

TOTS oe 1 5 24 330,114 | July 27 || 579,386 
1926... 52 0 5 25 297,878 | July 24 || 573,367 
W920. 0 Q 28 294,028 | July 27 || 534,989 
t9S2. ob 0 0 30 159,896 | July 23 || 309,710 
1989... .: 0 0 30 191,333 | July 29 ||394,855 
19425 03% 0 0 30 324,583 | July 25 || 582,693 
1943..... 0 11 19 324,503 | July 24 || 590,177 
1944..... 0 20 10 352,597 | July 22 || 619,576 
1945, .... 0 tf 23 341,704 | July 28 || 575,900 
1946..... 4 13 13 281,758 | July 27 || 529,028 
1947 oo 8 15 vf 346,619 | July 26 |j....... 


Under the Krug-Lewis agreement in force between 
May 29, 1946, and June 30, 1947, miners worked eight 
hours and were paid for a ninth hour representing 
traveling time. Under the new agreement the miners 
work an eight-hour day, including traveling time. 
With demand strong, most bituminous mines continue 
to operate on a six-day basis.. Some captive mines, 
moreover, are operating around the clock. 

Production got off to a fast start the first full week 
after the miners ten-day vacation, and amounted to 
about 12 million tons. Absenteeism was at a mini- 
mum and the number of workers was high. 

While the miners were on vacation, maintenance 
crews had a splendid opportunity to clean up slope, 
drift and shaft mines, and put drilling, cutting and 
loading machinery and other equipment in tip-top 
shape. The interval permitted operators to remove 
greater amounts than usual of overburden (dirt, sand, 
gravel, etc. covering the coal) which tends to slow 
up operations. 

Increased costs will probably not be offset by in- 
creased productivity. The average price of coal at 
the mine in 1946 was $3.44 a ton. Mine labor ac- 
counts for about 60%, or $2.06 of total costs. If pro- 
ductivity remains unchanged at about one ton for 
every one and one-fourth man hours, costs will be 
61 cents higher, or a 30% increase of $2.67 a ton.! 

1This is determined as follows: Under the settlement the miners 
got an hourly boost of $0.445; multiply this with productivity of 1 
ton per 1144 man hours and costs rose to $0.556 per ton; add the 
increase of 5 cents per ton royalty and the new cost is lifted to about 


$0.61. The Bureau of Mines reported the average miner produced 
.794 tons an hour in 1946, excluding portal-to-portal time. 
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This is a national average. Since productivity, and 
therefore costs, varies from one region to another, 
the increase in price postings for deep-mine coal 
ranges from $0.75 to $1.50 a ton. However, only in a 
small minority of cases has there as yet been any 
change at all in coal prices. Most coal operators 
have adopted a wait-and-see attitude, but expect to 
have a clearer idea of increased costs by the end of 
August. 


RISING COSTS OF STEEL 


Steel price increases ranging from $5 to $8 a ton, 
announced the last week of July, have advanced 
prices to 37% above the 1939 average, according to 
the preliminary Iron Age estimate of composite fin- 
ished steel prices. While freight rates increased 17%, 
effective the first of the year, and wage grants of 15 
cents an hour were made in the spring, prices re- 
mained stable since January. The average increase 
in base prices at that time was $3.60 a ton and the 
final cost to the consumer was $5 to $6 a ton higher. 
On August 12, composite finished steel prices were 
11.1% above January 30, and 10.7% above a week 
ago. 

Scrap prices have advanced about $10.92 above the 
low reached in May this year. The scrap price was 
$40.42 a gross ton on August 12, which compares with 
$37.75 a month earlier and the OPA price of $19.17 
a ton a year ago. 

Industry operations recovered quickly after the 
coal mines reopened following their protracted vaca- 
tion. Operations during the week starting July 28 
were at 94.4% of capacity, compared with 78.9% dur- 
ing the week of July 7, and 72.0% a week earlier. 
(See Table 5.) 


Table 5: Steel Output, Summer, 1947 
Source: American Iron and Steel Institute 


Week Starting % of Capacity E tele 
June 2 97.0 1,697,000 
TUNED 4, Vey AGh ase, + deve caer e Mates 96.9 1,696,000 
June 16 95.8 1,676,000 
Tunel Ss vis te eee cae eee 95.6 1,673,000 
Jute, SOMA 4h at cas AN aa oe ees 72.0 1,260,000 
lye alee ENE Ah ste Rene hati che ee 78.9 1,381,000 
BEATIN AN EomOUa Se WP beer, cre mre ee) 4a 91.5 1,601,000 
JUly.Oh Cera ye tone ead aoe 93.1 1,629,000 
Dtily/ 28 AR Poe cada ah ae eee 94.4 1,652,000 
UTI: OA) Sean crete. asta at Neds oes 94.9 1,661,000 


Except for the vacation period, production was 
held above 1.5 million tons every week this year. 
During the first six months, the industry produced 
the largest total tonnage of ingots and casting for 
any similar peacetime period. Output aggregated 42,- 
267,320 net tons, or nearly 15 million tons more than 
a year earlier and nearly double the output in the 
first half of 1939. 
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Production would have been even greater except 
for the scrap shortage. Appearing before the steel 
subcommittee of the Senate Small Business Commit- 
tee, Walter S. Tower, American Iron and Steel In-: 
stitute president, testified that about 7 million tons of 
rated capacity was idle primarily because of inade- 
quate supply of scrap. Furthermore, full production 
from steel-making units now operating could not be 
obtained because much of the scrap available is light- 
weight and not suitable for the charge. 

It is not difficult to find reasons for this tight scrap 
situation. During the decade 1930 to 1940, about 20 
million tons of scrap steel, most of which were pro- 
duced under the Bessemer process, were siphoned off 
in exports. About 140 million tons of scrap were shot 
up or sunk during the war just ended, or disposed 


of as surplus military equipment since the end of the 
war. Thus, about 160 million tons of scrap or steel 
industrial requirements for about six years were lost. 

At the present time, consumption of purchased 
scrap approximates about 2.2 million gross tons a 
month, topping all previous records. Stocks of 2.5 
million gross tons in the hands of consumers and deal- 
ers are at their lowest, averaging less than five weeks’ 
supply. 

Most integrated steel mills equipped to produce pig 
iron are feeling the impact of a tight scrap supply. 
The problem is even more formidable for the small 
steel manufacturer who has to purchase scrap in the 
open market. 

Wiiu1am B. Harper 
Division of Business Economics 


The Fifty Largest Manufacturers 


IVE new names appear among the companies 
making up the list of fifty largest manufacturers 
in 1945.1 Of the fifty companies, forty-five are, there- 
fore, common to the 1944 and 1945 lists. Of the fifty 
companies in the 1944 list forty-eight appeared in the 
1943 list. 
AIRCRAFT LOSES 

Three of the companies dropped from the 1944 list 
were manufacturers of aircraft while one produced 
instruments for aircraft and ships. The fifth was a 
producer of railroad equipment. These companies 
were replaced by a distiller, a manufacturer of con- 
tainers, a food company, a lumber company and an 
aircraft company. The five dropped companies, all of 
which were manufacturers of durable products, were 
replaced by two corporations in the nondurable field 
and three corporations making durable goods. Thus, 
in 1945, the fifty largest corporations were composed 
of twenty companies in the nondurable field and 
thirty companies in the durable, about the same as 
1944. 

Of the forty-five companies that were in the groups 
in both years under review, only six remained un- 
changed in rank. Twenty-three companies—twelve in 
the durable industries and eleven in the nondurable 
industries—were raised in rank, while thirteen com- 
panies in the durable industries and three in the non- 
durable field were lowered. All the automobile com- 
panies and three of the four aircraft companies ac- 
counted for almost half the companies in the durable 
group that were lowered in rank. Of the companies 
that were raised in rank five of the eight steel compa- 
nies and three of the five machinery and equipment 


Excluding copper and petroleum companies. See “Fifty Largest 
Manufacturers” The Business Record, May, 1946, for the 1944 ranking. 


companies comprised two thirds of the durable goods 
segment. In the nondurable goods field, a soap com- 
pany, all the tobacco companies, two of the three 
chemical companies, and five of the eight food com- 
panies all rose in rank. No companies represented the 
furniture, and stone, clay and glass durable goods 
industries and none the textile, apparel and leather 
nondurable goods industries. 

Assets of the fifty largest manufacturing corpora- 
tions in 1945 totaled $19.4 billion. This is a decrease 
of $2.5 billion from the 1944 total. Along with low- 
ered assets was a narrowing in the spread between 
the largest and the smallest corporation. The assets 
of the largest corporation decreased by $291.8 mil- 
lion, while the assets of the smallest dropped by $19.1 
million. Thus the spread declined to $1,734.5 million, 
a decrease of $272.7 million from 1944. The fifty larg- 
est corporations in 1945 had assets that totaled only 
$13.5 billion in 1939. In 1946, assets of forty-eight 
of these same companies totaled $19.0 billion as com- 
pared with $18.3 billion in 1945. The marked expan- 
sion in the value of the resources possessed by the 
fifty largest companies is not surprising in view of the 
growth that has taken place in the economy as a 
whole. 


THE TOP TEN 


The portion of the total assets of the fifty concerns 
accounted for by the ten largest corporations has de- 
clined somewhat since 1939. In that year, their assets 
equaled 51% of the entire group, while in 1945 their 
total had fallen to 48%. Since consolidated state- 
ments are used in these compilations whenever pos- 


1There is some duplication in the figure for total assets because of 
intercorporate relationships. It is not believed, however, that this 
duplication materially increases total assets.’ 
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FIFTY LARGEST MANUFACTURING CORPORATIONS! IN 1945 
Sources: Securities and Exchange Commission Reports; Stockholders’ Reports; for the Ford Motor Company, 
Report to the Massachusetts Commissioner of Corporations 
Millions of Dollars 
/ Total Net Invested Income | Federal | Income Dividends Number | Number | Annual 
a ie | wie | Etat | same | REE | mee | aes [P| ice | ote | fa 


AGS OES rae tote saree ss) «)clale ls error Ma. 8 1,768.4 | 1,319.8 | 1,536.3 904.2 54.1 13.0 41.1 25.2 | 232,948 | 223,844 368.6 
[A ie ok 321 einen ee 1,890.8 | 1,426.0 | 1,604.6 |1,740.5 | 88.0] 30.0] 58.0] 60.0 | 241,258 |279.974| 786.7 
General Motors Corp.............. i 
herd TRAE ORE De. 32 a's pataca, ote 's rd ete 1,055.4 | 1,055.4 | 1,376.8 223.3 39.9 183.4 160.3 | 386,100 | 220,434 386.3 
ON Gee Fs An sual cia cate gS oa hn Ries ' .9 | 1,853.1 | 1,853.1 | 3,127.9 212.8 76.5 136.3 141.38 ’ ; 
E. I. DuPont de Nemours & Co SEES | SAOOSO eae 
BOBO tae We oe hte 735.8| 646.5 | 646.5 | 298.8| 107.3] 14.1] 93.2| 985.9] 77,838] 44,122] 89.5 
SEAN fo alge Bde’ TA aL 1,025.3 | 775.6| 789.4] 631.6] 156.7] 79.2| 77.5| 66.0| 87,986 | 63,939 | 1953 
General Electric Co................ : 
1989 ACS Tee er etek oe vid 492.9 sil 7 sil an $96 5| 51.9] 11.0| 40.9| 40.3 | 210,919 | 62,797 | 190.1 
RTA are Rahs crac eee vk si scaler . ‘ 437.7 | 1,466.5 164.3 106.0 58.3 46.1 | 243,33; i 
Bethlehem Steel Corp.............. ie baeaasas 
OSD Ae Sete ie tiie h wicne ee ye heen 732.9 482.4 663.8 414.1 30.8 6.2 24.6 12.2 | 73,278 | 95,029 158.5 
ORG eek reins ct otds. se lee beers ane 880.9 521.7 642.6 | 1,326.6 47.1 12.2 34.9 24.4 | 78,854 | 202,095 246 ; 3 
Mord Motor! Coupes shies nls mae ehien 7 
a8 Uh feared Perate Reais aio chic eave! Spores Sie tt 618.5 n.a. n.d. n.d. n.d. n.d. n.a. | 117,000 n.a 
DEE Mie te dee Ths. os Hate, 5.5| 714.6| 714.6| na.| na. n.a. na. n.a. “a. 
International Harvester Co......... a ng 
UG URE ia ian chop len OTOL 427.9 359.7 359.7 212.5 9.4 1.4 8.0 12.5 | 35,726 | 44,534 92.0 
NOES ar teh. cin ce bles od eae 558.7 397.6 397.6 622.0 37.0 12.5 24.5 18.5 | 39,002 | 69,361 215.7 
American Tobacco Co 
DSO LE Thre HeRzays heel hase ox Seay 291.2 216.9 254.6 270.9 31.9 5.5 26.4 25.6 | 69,212 | 10,775 n.a 
TOLSER DANO CAT nats! Se aOR 483.5 | 227.2] 410.2] 557.6] 36.2] 16.5] 19.7| 17.7| 74338! 10,885] na. 
Westinghouse Electric Corp......... ie 
DOSS eee el te, ote sin'od ora 217.2 190.0 190.0 175.1 17.1 3.2 13.9 9.3 | 43,631 | 43,732 80.9 
Pa ean ues eaten ds tars efalale & ics & oes 449.9 291.3 $11.3 684.7 49.7 22.9 26.8 12.9 | 56,666 | 90,983 $17.1 
Union Carbide and Carbon Corp 
LOS DAU OS ewan oe ok whee 336.8 274.3 314.3 170.3 42.5 6.7 35.8 18.3 | 64,306 n.a. n.a 
OARS ai. eolshrctele ko elacele lye areal 428.1 308.9 308.9 481.5 96.2 58.3 37.9 27.8 | 74,888 n.a. ne 
Aluminum Co. of America.......... tae 
DORE tera gaaiely Aus Mat ola ovans tera pet 251.4 184.0 208.0 n.a 46.4 9.8 36.6 22.7 8,379 | 26,168 n.a. 
OMG Sr on bidtererand oe ee das yai ayaa 427.2 281.3 361.9 n.a 30.8 10.8 20.0 16.1 | 17,423 | 42,941 159.4 
(Chrysler Corp yin sania a nc ate 
SS OH TAG ead tris ceicjels lars wuetels ermeegs © 229.5 155.7 155.7 549.8 44.6 i fag: 36.9 21.8 | 49,181 5,400 n.a 
TOU et PAM E Rhee at ag 414.2 | 250.3] 250.3] 944.5| 58.2] 20.7| 937.5] 13.1| 58,979] 63,297] nia. 
Republic Steel Corp............!.. a 
SOL OSD Aas. sche a Ficenclsscustics earate. 362.8 937.1 324.7 230.3 13.2 2.5 10.7 3.9 | 58,067 | 49,882 81.6 
ie TR eC ER See erm tinh ASQ an Be 413.0 266.4 332.2 497.7 26.6 5 by fp | 9.5 7.5 | 59,953 | 56,624 169. 2 
Curtiss Wright Corp............... j 
GSO ees ore ree ean bn Sree ans aes area 81.1 35.0 35.0 48.7 6.7 1.5 5.2 2.8 n.a. 12,560 n.a 
TOSS ME Ne Piette eae at eran 353.8 | 107.5 | 107.5 ]1,197.7| 89.2] 64.8] 24.4 6.0 | 102,892 | 21,842 | na. 
Wit A CON Nats ke ceaock eck a, 
TOS Oi Rae eaeike oe lore Gystovaitete ned ary 310.6 229.9 265.9 756.7 12.4 2.1 10-3 7.1 | 59,000 | 60,000 99.5 
TPS ne! ee Giles ane neg a ES He 363.2 | 262.0| 280.8 |1,307.6| 23.0] 11.1] 10.9] 11.3] 62,000 | 65,000 | 161.4 
Western Electric Co., Inc..........- ¢ 
TESOL EL whi: Goce sine tos We omens Q5.1 160.7 190.4 192.8 20.4 3.9a 16.5 12.6 n.a. | 32,602 69.8 
POA es Ste Rag Rary Sot Sat a 346.6 172.1 172.1 860.7 68.6 53.5 15.1 12.0 n.a. | 80,029 264.3 
Goodyear Tire & Rubber Co........ ; 
tere Ty Sha ave tat eine O eitkgem oe 191.6 128.7 171.9 200.1 11.8 1.5 9.8 5.3 | 59,056 | 47,000 n.a 
CONE Red eK AUR a 339.6 | 171.1 | 222.7| 716.2| 53.7] 98.6] 15.1 7.2 | 54,701 |100,000| ania. 
AVMOUL.67 COI: )y2cccn ae.com skies pede 
yr hese alee ortutlerate tere elerecets, siete sie $02.5 180.1 244.8 715.3 8.9 1.9 7.0 3.7 | 83,000 | 69,000 n.a 
pk ay saab) Pe 332.4 | 180.2 | 281.2 |1,213.0| 16.5 7.3 9.2 3.2} 45,000 | 60,000 | 150.9 
R. or Reynolds Tobacco Co......... j 
SR Se ee nae 176.7 145.2 163.2 276.7 31.4 5.8 25.6 23.0 | 61,000 | 15,000 n.a 
Ae Thatta nt lyk Coe a sue vitae tite $15.2 212.4 218.4 431.0 32.8 13.6 19.2 16.8 | 67,500 | 15,000 nice 
Eastman Kodak Co..............-- i 
BOBOEES a tae watch ns aha o.oo ous Sale 176.8 176.8 140.3 26.7 5.2 21.5 14.9 | 41,425 | 27,000 n.a. 
AI rs ars aude votre veunuappbtteto'eip’ » avers fox dow 06.7 207.2 207.2 801.5 61.5 28.8 $2.7 17.7 | 42,090 y 
Firestone Tire & Rubber Co........ pines 
a Be de yokes Yavin a of he canine sie a 174.8 109.3 155.1 160.1 8.0 1.3 6.7 4.7 n.a. n.a. n.a 
aeR tT: Oe Gab icche 300.1 | 145.5 | 199.6] 681.7| 49.0] 36.3] 12.7 6.9:4) aca. 1° 3. ada 
Liggett & Myers Tobacco Co....... ie 
fer WR hand bare hoc agr eh pee eee 181.5 148.4 170.7 232.9 24.7 4.0 20.7 17.1 n.a. | 20,000 na 
» Spt ae eae eer ee 293.4 163.7 216.6 399.2 25.3 10.4 14.9 12.4 n.a. | 20,000 we 
Allied 2a Chexaical & Dye Corp........ a 
WOSOM A tre aide) oan ah ened owe 236.7 169.0 169.0 168.0 25.5 4.5 21.0 19.9 n.a n.a. n.a 
OE be Span cr ctes Sk a8 ig eee Riera a Me 285.9 196.9 196.9 286.7 $1.0 12,1 18.9 13.3 n.a. n.a. na 
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aie FIFTY LARGEST MANUFACTURING CORPORATIONS! IN 1945—-Continued 


Sources: Securities and Exchange Commission Reports; Stockholders’ Reports; for the Ford Motor Company, 
Report to the Massachusetts Commissioner of Corporations 


Millions of Dollars 
. Net Invested Income Federal Income | pividends | Number | Number Annual 
erase Aincs | rhe | Cantal | Stor | flo, | Mpcome | cate, | Pe | atenk | lee, | Peel 
Jones & Laughlin Steel Corp........ 
SORIA 5 bclitec ss lee een e 230.9 164.9 210.3 113.6 3.8 6 $.2 n.a. 7,685 | 27,307 44.5 
TS SE See ae ans 276.1 | 202.9] 930.2] 984.7 4.8 1.6 3.2 6.2 | 23,535 | 37,626 | 111.2 
UNAS Tg) 671002 ae a a 
(ODOR 9S 5 heen aa lea 221.9 192.4 192.4 90.4 4.7 er/ 4.0 3.8 | 34,563 | 28,837 $9.4 
LS eer 272.8 | 193.3] 193.3| 342.4] 34.3] 20.4] 13.9 9.7 | 35,759 | 72,568 | 147.4 
\ National Steel Corp............... 
MRS te by oe. rapa. 0 a a, oials'cajote auras 218.0 131.2 196.8 131.1 24.2 1.6 12.6 3.7 n.d. 20,099 36.7 
Pe oka ov cnl co teeae 260.6 | 167.7| 207.7] 271.8] 27.1] 16.0] 11.1 6.6| na. | 22,821] 72.8 

\ Bendix Aviation Corp.............. 
Dt sala sral <3 c's «lal evelaiece «0.58 34.9 28.9 28.9 41.7 5.4 .9 4.5 8.1] 22,575 9,599 16.4 
Lie Es 8 Os Ae i ae ee IE 259.8 68.1 68.1 637.4 57.9 42.4 15.5 6.4 | 25,601 | 21,864 170.9 

International Paper Co............. 
DELAY OE ee ae ones ae eine oe 219.9 144.3 203.1 122.3 5.5 .6 4.9 n.a. | 27,000 n.a. n.a. 
REA Meee ad iets aici scapa, cl ertace aatete 258.8 168.8 215.4 234.2 14.9 6.46 8.5b 4.6 | 26,218 | 23,414 58.1 

LG) A ol Os a 

EARP Te ETL Sisto, 5.4,sr8 ents st 182.3 103.0 144.0 195.3 12.6 2.4 10.2 7.8 | 18,358 | 32,637 57.6 

ED MTG NOR e's. < ctahs'cuaohes ofc, Glo we 242.6 134.7 161.4 477.5 32.0 19.0 13.0 8.7 | 23,322 | 58,700 183.5 
_ National Dairy Products Corp...... 

NP ey See cial el cae sya Se hyevere ores 193.7 112.6 169.5 336.7 15.8 2.8 13.0 5.7 | 70,078 | 36,543 66.3 

WEROEMAAIOR AI , 2 Urc sien gisseite's Kgs ss 242.5 113.2 163.2 632.8 42.5 28.4 14.1 8.8 | 67,347 | 37,933 102.5 

Youngstown Sheet & Tube Co...... 

LS 0 SS ee eae a 247.6 144.1 229.6 117.0 5.8 8 5.0 .8 | 12,626 | 26,207 n.d. 
TOSI, ct, oak Ay 239.9 160.1 196.2 230.4 14.0 6.5 7.5 4.0 | 11,392 | 21,922 69.0 
\ * 

American Can Coles... sen. a 
COS es pol La GS Ses Sr nee 191.0 153.3 163.3 189.4 22.4 4.1 18.3 12.8 | 35,472 | 20,000 Otis 
RRO 1S totes: shelidie Sie 3 oe Se 231.8 172 187.2 242.4 22.2 8.9 13.3 10.3 | 33,884 | 24,500 n.a. 
Singer Manufacturing Co........... 
Rr EMEP ver hicaclahalc chy bie a axeie le 95,5 158.1 136.4 136.4 n.a. n.a. n.d. Sia 6.3 n.d. n.d. na. 
LS MPO 8 siersyeit atts bostaysyssy 90's 225.4 154.5 c n.a n.d. n.a 14.3 10.8 n.d. n.d. n.a. 
IBAE. Goodrich) Co. .5 2... ies sins 
BRED REM ENEMe sae cic 'e cyens. asavatian el Sieve) sic0 133.2 REAL 117.4 141.5 7.9 2 6.7 3.9 n.a. 33,891 n.d. 
LY Ee. 4 J ne ene ae 222.5 109.6 145.2 372.1 43.0 30.7 12.3 5.0 | 23,657 | 42,233 n.d. 
American Rolling Mill Co.......... 
VOR IUL o= 1 S 3 Shee SE ae 144.3 127.1 129.1 95.4 4.7 Br 4.0 1.8 | 42,720 | 17,583 30.4 
DAO) re, niles cs ss 5 dcle ag wits we 207.0 155.0 169.0 220.1 17.6 4.2 13.4 4.3 | 49,939 | 24,569 70.9 
(GOA CSS a 
ap MERE oR hg) Bk Ac Sis s) See! «A Pele 125.7 97.7 97.7 208.8 9.4 1.4 8.0 6.2 | 46,889 | 28,099 15.4 
UGCA oo ES ee eae ret 205.5 107.2 120.1 459.5 37.4 25.3 12.1 7.6 | 49,278 | 28,484 74.2 
IDS CLS (Cis ee ee 
MESES MET 5.0) ce a: 60 sla sayece via e's te 105.8 86.4 86.4 70.2 9.7 Ql 7.6 4.4] 11,041 | 12,353 n.d. 
DDD 59502 ae scolave ale: o's wieje os 198.1 119.6 139.1 137.7 16.7 8.0 8.7 6.7 | 16,537 | 16,750 n.a. 
Allis-Chalmers Manufacturing Co 
DONS hy Ble sicis ue oie ee Saiareie ois 108.1 68.7 94.0 74.3 4.8 1.1 cite 2.2 | 18,100 | 14,456 23°5 
On oo 5” ES Sele oa ee geen Dae 198.0 102.5 102.5 289.4 93'.0 15.9 fe | 4.3 | 24,234 | 28,515 87.2 
Procter & Gamble Co.............. ; 
TUE 2... SIRS CR Roe ae ate 148.2 130.3 130.3 205.0 34.9 6.3 28.6 19.8 | 34,470 | 13,500 n.a. 
SPA EP EA le: f aje two cia ee od oie clahéce + 193.0 162.8 162.8 309.8 34.8 13.5 Bhs 13.0 | 43,265 NG. 4 N.G. 
Milani steel CO. 2 2k ose eae coe ees 
TRUS 5 Oo ee 166.8 99.1 149.8 115.3 13.5 2.6 10.9 6.5 T1114 | 17,278 $2.3 
LUGE. 3 te ee er 191.2 122.1 153.0 Q17.4 18.1 8.2 9.9 tire) 9,400 | 19,336 59.9 
Distillers Corp.—Seagrams, Ltd 
RES). URI, Cue i Rene ie SCO nee T7.4 64.6 69.6 84.8 8.9 2.3a 6.6 4.3 n.d. 4,009 n.a. 
MMM eee es. sic ots NTs yay 190.9 84.6 134.6 400.1 45.1 31.3 13.8 4.2 6,657 n.d. n.a. 
Schenley Distillers Corp............ 
TT as cg sm a's Win SiON gre #2 84.6 58.8 78.6 13.9 5.0 9 4.1 1.0 8,900 4,185 n.d. 
Wel: US Se ea ae a 187.0 101.1 109.1 561.7 86.5 62.6 23.9 4.5 6,000 | 12,000 na, 
United Aircraft Corp.............. 
SRUSTIG., (Are AA ee ae es 67.0 32.6 32.6 52.1 113 1.9a 9.4 5.3 | 30,335 9,350 n.a. 
VLC) ot BAe wet Scretie Ciena eg eee 178.8 82.6 82.6 484.4 27.5 14.6 12.9 6.6 | 44,276 | 17,700 n.a. 
Continental’ Can Co... %....... 0055-5 
Ue RAM Ete aoa Sais lean aha «sie ora oles 126.1 116.1 116.1 92.2 10.1 15 8.6 6.6 | 37,522 | 14,691 n.a. 
AURIS n\n fe cic oyee sie ig acti aveie Wet 115.6 149.9 206.1 10.7 4.9 5.8 3.3 | 34,306 | 21,882 58.1 
CEE 683 ll oh a ne ree ae 
NN oo a picks plajeisidiels di Senele © 93.4 68.8 68.8 87.9 34.8 5.8 29.0 21.8 n.a. n.d. n.a. 
MR he, SNE, Sc: Sui ogi 's socsidlg, w is/are sel 169.3 116.4 116.4 148.6 38.3 13.2 25.1 18.2 n.a. n.a. n.a. 
General Foods Corp..............+ 
RRM Leek teb ls 2.0 sic ciatdouk ot< ae 90.9 79.8 79.8 145.6 18.4 3.3 15.1 12.5 | 67,780 | 11,103 na. 
162.8 98.0 123.0 307.1 27.1 14.0 13.1 8.9 | 68,000 | 138,000 39.3 
15.5 8.4 8.8 35.3 4.0 9 Sok .8 6,500 7,000 11.2 
162.8 39.0 39.0 415.1 7.8 2.3 5.5 2.2 9,000 | 30,000 n.a,. 
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FIFTY LARGEST MANUFACTURING CORPORATIONS! IN 1945—Continued 


Sources: Securities and Exchange Commission Reports; Stockholders’ Reports; for the Ford Motor Company, 
Report to the Massachusetts Commissioner of Corporations 


Millions of Dollars 


: Total Net Invested Income | Federal | Income | Dividends | Number 
Corporation Aamir | wort | Cantait | Selo | org | Taeome | ates, [Patt | eae | fm, | Raya 
Weyerhaeuser Timber Co.......... 
BOSD teen t dacai vetmer cartes hetelots 140.3 135.9 135.9 35.2 6.1 9 5.2 4.8 n.a. 7,420 12.5 
OAT Ax err eve ctabistsie <rierrpie me yetts 161.7 148.9 148.9 60.7 14.6 6.5 8.1 6.0 n.a. n.a. na 
Radio Corp. of America............ 
DOS Ore Nes i Oe ene oat te wlerchnxe 93.7 63.2 67.2 109.8 10.2 a1 8.1 6.0 | 244,105 | 20,716 36.1 
OS apprise ah aie 3 eta erieh ee aets 159.7 91.4 91.4 278.3 24.5 13.2 11.3 5.9 | 218,873 | 32,985 83.8 
Douglas Aircraft Co............... 
TOSO UCR ate ays occ ae toto eS 24.6 13.8 13.8 27.9 3.5 6 2.9 1.8 | 6,552 7,589 13.3: 
OAD mae. atin nes eats Fisagtottas¢ 156.3 56.1 56 1 744.7 24.3 15.4 8.9 3.0 8,763 | 27,100 250 0 


1Petroleum and copper industries excluded. 

Tax notes deducted from assets and liabilities have been added back. Treasury- 
stock shown as an asset has been deducted from total assets, unless held for dis- 
tribution under bonus plan. Goer. 

*Net worth is the sum of capital stock (less Treasury stock), minority interest, and 
surplus. Appropriate adjustments have been made to make this figure reflect re- 
negotiation. 

‘Invested capital is the sum of net worth and long-term debt (including long-term 
government advances). i 

SWherever data were available, sales, income and taxes have been adjusted to 
reflect renegotiation. Provisions for renegotiation by the company were deducted 
from sales as representing the best estimate of the reduction that is expected to take 


sible, the data include the assets of many more cor- 
porations than those whose names appear in the list. 
One statement, for example, represents seventy cor- 
porations, while another includes more than forty 
subsidiaries. 


EQUITY UP 


By the end of 1945, stockholders’ equity totaled 
$12.4 billion, an increase of $0.8 billion over 1944. In 
1939, stockholders of these corporations had a $10.2 
billion in equity. Net worth has increased, but not so 
fast as total assets. Thus, stockholders’ equity in 
1945 was only 64%, while in 1939 it was 75%. There 
is, however, a wide variation in the ratio of net worth 
to total assets for individual companies. In 1939, this 
group had a spread in ratios from 97% to 43%. The 
spread in 1945 was from a high of 92% to a low of 
24%. Aircraft companies and other companies which 
have experienced a huge expansion as a result of the 
war program are near the lower limit. 

Invested capital, which is the sum of net worth 
and long-term debt, increased to $13.6 billion in 1945, 
a rise of $0.6 billion from 1944. In 1939, invested capi- 
tal was $11.5 billion. Long-term debt constitutes only 
a small portion of the capital structure. For the group 
as a whole, about 90% of invested capital in 1945 was 
stockholders’ equity, with the remaining 10% repre- 
senting that of long-term creditors. This relationship 
has remained almost unchanged from 1939 when 
stockholders’ equity was 88% of invested capital. 
The remaining 12% represented long-term debt. 

Sales of forty-seven companies for which data are 
available were $28.4 billion in 1945, a decrease of $5 
billion from 1944. Sales continued: to decline in 
1946, falling to $22.3 billion. In 1939, sales were $10.9 
billion; net income, after taxes, was $896.5 million or 
a return of 8.2%. In 1945, net income for the same 


place as a result of the refixing of contract price. Federal income taxes include excess 
profits taxes. 

6Where the number of stockholders and employees was not available for the year, 
the latest available figure was given. 

7Includes foreign subsidiaries 

8Excludes foreign subsidiaries 

alncludes taxes other than federal income taxes 

bReflects adjustment for extraordinary nonoperating items. 

elnvested capital is not computed since it is impossible to determine whether 
amount due to subsidiary is of a short-term or long-term nature. 

n.a.Not available 


forty-seven companies was $1,007.3 million, a return 
of 3.5%. This was a slight increase over the 1944 rate. 

Dividends paid by forty-nine companies in 1945 
totaled $745.2 million, an increase of $17.7 million 
over 1944. Dividends increased more rapidly than net 
income, so that the income retained by the corpora- 
tions declined to $296.4 million, a drop of $11.2 mil- 
lion. In 1939, these same companies paid dividends 
of $702.3 million. This left earnings in the business of 
$233.9 million for general corporate purposes. Despite 
the dollar difference, the percentage of net income 


-paid in dividends has remained without drastic change 


—75% in 1939 compared with 72% in 1945. 


EMPLOYMENT UP, TOO 


The number of stockholders of forty-two companies 
reporting this information was 2.7 million in 1945. 
This figure is only slightly larger than the 2.4 million 
reported by thirty-eight companies in 1939. Duplica- 
tion in this figure is unavoidable. 

In 1945, there were 2.5 million persons employed 
by forty-two of these companies, as against 1.7 mil- 
lion persons employed by forty-four companies in 
1939. For thirty-eight identical companies, the num- 
ber of employees rose from 1.6 million in 1939 to 3.2 
million in 1944, and declined to 2.4 million in 1945. 
In 1945, the number of persons employed by these 
thirty-eight companies accounted for 19% of total em- 
ployment in manufacturing, the same as in 1939. 

Twenty-nine companies for which data are avail- 
able paid $6.2 billion in wages and salaries in 1945. 
In 1946, twenty-seven companies paid $5.2 billion, a 
drop of $0.6 billion from the $5.8 billion paid by the 
samme companies in 1945. 


Frances J. Mis 
Division of Business Economics 
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The World’s Cotton 


HE domestic cotton crop now being harvested 
has been officially estimated at 11,884,000 bales. 
This represents a substantial recovery from the small 
crops of the previous two years. It is, however, 550,- 
000 bales below the average of the previous ten 

_ years. 

Coupled with an expected decline in domestic 
consumption and an export drain no greater than in 
the season just ended, this amount of cotton would 

_enable us to maintain about present low carry-over 
stocks of approximately 2.7 million bales. 

The current season’s yield is estimated at 270.8 
pounds for a harvested acre—35.5 pounds above last 
year. Acreage was increased 19% over last year and 
the production can thus be expected to be 38%, or 
3.2 million bales, greater than last year. 


WORLD PRODUCTION UP SLIGHTLY 


Since our country is the world’s leading cotton pro- 
ducer, this harvest is bound to raise the world total. 
World production, as well as consumption, through 
the 1946-1947 season, had not yet thoroughly recov- 
ered from their wartime declines, although improve- 
ment was shown. 

Consumption did not decline so heavily as produc- 
tion. During the low year of 1945-1946, production 
was 67% of the prewar average; in 1944-1945, the 
year of lowest consumption, consumption was only 
74% of what it was before the war. Consumption 
appears to have increased more rapidly than produc- 
tion in 1946-1947, with preliminary estimates showing 
consumption back to 90% of the prewar average and 
production recovering to only 69%. The percentage 
decline in production is somewhat deceptive, how- 
ever, since the prewar average of 1935-1939 includes 
the 1936-1937 and 1937-1938 seasons, when world pro- 
duction was 2.0 million and 8.0 million bales higher 
than any other year. It is even possible that the war 
has concealed a tendency toward a secular downtrend 
in the world’s crop ever since the two large harvests 
raised the carry-over from season to season to a new 
level. Competition from synthetic fibers may also 

~ have affected production. 


DEMAND REMAINED HEAVY 


An important feature of the world’s cotton economy 

is that some of the principal consuming nations do 

not grow the staple. Supplying countries, cut off from 

their markets during the war, lost some of their in- 
centive for growing the cotton. 


1Crop years or seasons extend from August 1 of one year through 
July 31 of the next. 


Of the principal producers, only Soviet Russia and ~ 
China were the scene of extensive military operations 
which affected the size of the crop. Neither was in the 
front rank of exporters before the war, but consumed 
about the size of its own crop. Other factors con- 
tributing toward lower production throughout the 
world have been shortages of labor, power and ma- 
chinery, seed and fertilizers, as well as the diversion 
of acreage to food crops. 


WARTIME SHIFTS 


Japan, Great Britain, France, and Germany were, 
in that order, the principal nonproducing consumers 
before the war, and these nations all were heavy suf- 
ferers during the fighting. 

Not only were imports reduced but problems of 
labor supply, as well as the destruction and disorgani- 
zation of productive facilities, operated to reduce 
consumption drastically. 

In countries which both produce and consume in 
substantial amounts, aside from Russia and China, the 
trend has been largely toward smaller crops but 
greater consumption. Brazil and India, whose sources 
of textiles were to a large extent cut off by the war, 
intensified their own consumption. Cotton crops in 
the United States, the world’s principal producer, con- 
sumer and exporter, dropped to almost the lowest in 
history, while textile production soared to new highs. 
Consumption in all three of these nations appears to 
have climbed to a new high as compared with prewar 
years. 

World production has shown some improvement in 
the 1946-1947 crop year over the 1945-1946 season. 


United States Raw Cotton Exports for 
Year Beginning August 1 


Source: Bureau of the Census 
Thousands of Running Bales 


8,044 


1935-39 
AVERAGE 


1945 1946 
FIRST TEN MONTHS 
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Table 1: World Cotton Production,' by Continents 
and Selected Countries’ 


Source: Office of Foreign Agricultural Relations; Department of 
Agriculture 


Thousands of Bales 


Average 
Area’ 1935-1939} 1943 1944 1945p 1946p 
United States...........] 13,149 | 11,427 | 12,230 | 9,015 | 8,640 
North America..........| 18,523 | 11,984 | 12,741 | 9,483 | 9,131 
Europe (excluding USSR). 136 69 108 15 118 
(USSR. ote. ote] S:430 f Sede 1,700 | 2,240 
China (includes Manchu- 

i) Dae ge aR OR 2,855 | 1,500 | 1,600 | 1,820 | 1,930 
Indiatee en wate fas ss 45648" | 4,401 2,996 | 2,900 | 3,000 
Asia (excluding USSR)...| 8,344 | 6,596 | 5,348 | 5,340 | 5,471 
Bravihept i) Asia: 8 1,956 | 2,700 | 1,626 | 1,350 | 1,575 
South America..........| 2,716 | 3,685 | 2,377 | 2,063 | 2,345 
Meyputs we tee Gare al 80S 740 962 | 1,082 | 1,210 
Africa, Oceania.......... 2,839 | 1,516 | 1,976 | 1,989 | 2,195 
World Foca Oy ates 30,988 | 25,350 | 24,150 | 20,650 | 21,500 

pPreliminary 


1Year beginning August 1 

*United States production in bales of 500 Ibs. gross (480 lbs. net); others in bales 
of 478 Ibs. net through 1945 and 480 Ibs, thereafter 

SAll subtotals include estimates for minor producing countries and allowances for 
all other figures not available 

4Estimates may be from 600,000 bales to 800,000 bales short 


Preliminary data indicate that crop was approxi- 
mately 21.5 million bales! as compared with 20.6 mil- 
lion bales in the previous season. This total is never- 
theless approximately 2 million bales lower than any 
other crop since the 1923-1924 season. 

All the major producing nations except the United 
States managed to increase their cotton output over 
1945-1946. The total increase was 4.1%, although the 
United States crop was 4.2% lower. This country 
contributed 42% of the world’s production before the 
war. Had the United States produced only as much 
as in 1945-1946, also a low year, world production 
would have increased almost 6%. 

The world crop did not reach earlier expectations 
despite a 4% increase in acreage, largely as a result 
of unfavorable weather conditions in the United 
States and the Southern Hemisphere. Some yields, 
consequently, were disappointing. The greatest per- 
centage increases in acreage were in Egypt, Brazil and 
the Soviet Union. 

United States yields averaged 235.3 pounds an acre 
as compared with 253.6 pounds in 1945-1946 and 
260.8 pounds for the previous five-year average. 

Restriction or diversion of acreage devoted to cot- 
ton in favor of food crops occurred chiefly in Korea, 
Tran, Iraq, Burma, Syria and Egypt. Shifts from food 
crops back to cotton were reported in Europe (an 
extremely minor producer) and Brazil. 


POSTWAR CONSUMPTION 


Preliminary estimates of world cotton consumption 
for the season 1946-1947 indicate that approximately 
26 million bales were consumed. Comparable figures 


1Estimate of the Office of Foreign Agricultural Relations of the 
Department of Agriculture, issued May 19, 1947. The New York 
Cotton Exchange, at the end of July, felt that a closer estimate 
would be 20.9 million bales. 
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are 23 million bales in the previous season and a pre- 


war average of 28.5 million bales. 

The increase from the previous year is probably 
owing to high rates of textile production in some 
countries which counterbalanced relatively low rates 
in others, rather than to uniform world-wide recov- 
ery. This may be inferred from the incomplete infor- 
mation available and knowledge of conditions in vari- 
ous countries. 

The United States was undoubtedly a major factor 
in this development. Average prewar consumption in 
this country was about 7 million bales, while con- 
sumption in the season just ended will exceed 10 mil- 
lion bales—which is approximately 1 million bales 
more than last season. 

South America is believed to have consumed about 
1.5 million bales in 1946-1947, about the same as in 
the previous year. This consumption compares with 
a prewar rate of 900,000 bales. Brazil accounts for a 
good part of this increase, having stepped up her con- 
sumption from about 650,000 bales before the war to 


Table 2: World Consumption and Carry-over of 
Cotton! 


Source: Bureau of Agricultural Economies 
Thousands of Bales? 


Consumption 
Year 

United Foreign World 

States Countries Total 
1935-1939 Average 6,938 21,611 28,549 
TOAQ Ws Seis, Bes eho re tere 9,722 16,820 26,542 
LOADS Discs sitchen ear 11,170 14,286 25,456 
POSS a ate ote tees as 11,100 
ROSS Dts gh caverta oneetee > 9,943 
NOGA. Sia disc Svs olsen one 6 9,568 
T9458 3. ss tiera ete. 5 9,166 
VO46.5 See Beare seonsalicte 10,0004 
LOA Tesi denae «pc ee 


pPartly estimated 

aTentative estimate by New York Cotton Exchange _ 
bResidual between world and United States consumption 
cTentative estimate of Bureau of Agricultural Economics 
1Year beginning August 


2American in running bales (round bales as half-bales) and foreign bales of approxi- 
mately 478 Ibs. net weight. 
about a million bales. Canada is also using more cot- 
ton, although it is still not a major consumer. There 
has also been a greater use of raw cotton in Centrai 
America, particularly in Mexico which is the principal 
consumer. 

Indian consumption increased from a prewar rate 
of more than 2.5 million bales to about 4 million bales 
in 1945-1946. Fewer hours worked and increased costs 
have hindered production since then, and consump- 
tion in the first seven months of this season was only 
about three fourths as great as it was in the previous 
year. 

China, thus far, has been making progress more 
rapidly than expected. She has been aided by an 
abundant labor supply and by fuel contributed by 
the American forces. Japan, before the war the prin- 
cipal consumer next to the United States, effected an 


as 


= 
‘y 
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: 
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800% recovery in cloth and yarn output from Janu- 
ary through December, 1946, while the amount of 


- cotton consumed increased even more. 


—~— 


Consumption in many other countries is not reach- 
ing earlier expectations of the Department of Agricul- 
ture. Its forecasts last year suggested that consump- 
tion in foreign countries would increase about 3.5 mil- 
lion bales. The actual increase is now estimated to 
be about 2 million bales. The total world consump- 
tion of 28 million bales is, however, only 1 million 
bales below the estimate. 

United Kingdom consumption was approximately 
the same as last year, which was about a million bales 
less than before the war, primarily owing to the fuel 
crisis and a labor shortage. 

France, Germany and Italy have suffered from a 
fuel and power shortage. Italy had been using more 
than before the war. France also made good recovery, 
from a 1944 consumption of 100,000 bales to 700,000 
bales. Her prewar consumption exceeded 1 million 
bales. Germany also formerly consumed about 1 mil- 
lion bales a year. 

Raw cotton shortages have developed in Spain and 
Poland. Spain lacks exchange to buy raw cotton and 
Poland has not received enough from Russia to sus- 
tain the prewar rate achieved earlier. 


STATISTICAL POSITION 


Consumption of cotton is more rapidly approaching 
a prewar norm than production. This is reflected in 
the carry-over picture, as the supplies built up during 
the war are declining, while consumption has been 
greater than production after 1944. Consequently, it 
is estimated! that the 25 million bales held at the end 

10n the basis of New York Cotton Exchange data, the carry-over 
will be between 18 million and 19 million bales. The Exchange’s 
carry-over figures have increasingly differed from those of the Bureau 
of Agricultural Economics after 1940. The spread in these estimates 
at the end of the 1945-46 season was 2.4 million bales with the Ex- 


change estimate the higher. World cotton data for the war years, 
particularly for consumption, have been difficult to obtain. 


Table 3: Export Prices of American and Brazilian 
Cotton 
Source: 


New York Cotton Exchange 


Differential between 


(Cents per lb.—net wt.) | Brazilian and American 


1947 


Brazilian! | American? Cents % 

eS ee 31.36 30. +1.08 +3 .6 
February 5........ 30.00 30.05 —05 —2 
WOR 9! 5 33.21 34.30 —1.09 —§.2 
COC 34.82 35.02 = 20 yi) 
May 7 30.33 36.33 -6.00 —16.5 
June 4 31.86 37.61 -5.75 —15.8 
i a $1.52 38.24 -6.72 17.6 
Uo ISS 2 rn 30.84 38.45 —1 101 -19.8 
CEOS. Sk ea ent 31.86 40.75 -8.89 -21.8 
50) ad a ae 31.69 38.15 6.46 -16.9 
SMUD Tose. tor. 31.18 36.61 -5.43 -14.8 
August 6 ral ol Oe 36.17 4.65 -12.9 

1Approxii i Paulo cotton f.0.b. Santos 

sqtapprontuate export vice : pt erie yt noe oe f.0.b. Galveston— 

ew ans 


of the 1944-1945 season were reduced by 9 million bales 
to 16 million bales by July 31, 1947. This is a drop 
of 36%, which, however, seems less drastic when com- 
pared with the long-term trend of carry-overs. Sixteen 
million bales is about midway along the range of 
carry-overs from 1930 through 1937, and considerably 
above all in the Twenties except 1921. 

Carry-overs were considerably larger after 1937. A 
slump in world consumption in that year after two 
large crops jumped the carry-over from 13.7 million 
to 22.7 million bales at the beginning of the 1937-1938 
season. Carry-overs have remained above 20 million 
bales ever since, and were raised to more than 25 mil- 
lion bales during the war. 


GENERAL OUTLOOK 


It would thus seem from the over-all supply pic- 
ture that there is no immediate shortage of cotton in 
the world at the present time. The situation could 
easily change should production remain relatively low 
in the future while consumption continued to recover. 

Such shortages as do exist are largely owing to 
the relative inaccessibility to supply because of ex- 
change shortages, political policy, loan arrangements 
and trade agreements. 

The United States, which contributed 49% of the 
world’s exports in 1939, was down to 41% in 1945- 
1946. Smaller crops, plus increased domestic con- 
sumption despite a 43% drop in numbers of bales ex- 
ported now cause exports of only about 3.5 million 
bales to strain domestic supply. 

Prices of all growths have gone up substantially, 
American cotton has been selling at high levels re- 
cently, and is disadvantageously priced in comparison 
with its chief competitor in the medium-quality grades 
—Brazilian cotton. (See Table 3.) 

A preliminary estimate by the New York Cotton 
Exchange for production during the 1947-1948 crop 
year places the world’s expected harvest at 24.5 mil- 
lion bales. This increase over the last crop is based 
on the rise in American production and encouraging 
reports from China and Egypt. 


Lawrence A, Mayer 
Division of Business Economics 
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Agenda for Progressive Taxation. By William Vickrey. 
New York: The Ronald Press Company. $4.75 
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Small Enterprisers in the Economy 


HE farmer, the local storekeeper, the owner of the 

hotel on Main Street, the contractor who built 
the store or the hotel—which of these earns the most 
in the course of a year? 

Over a period of about seventeen years, the retailer 
comes out ahead of all the others, with the farmer 
running him a fairly close second. Not very far behind 
the farmer is the local contractor. The innkeeper is a 
very poor fourth. 

These are the ratings according to the average in- 
comes of unincorporated proprietors in each of these 
fields.1 

The hotel owner, the lowest earner on the list, made 
the largest gains during the war. From 1939 to 1945 
the average unincorporated proprietor of hotels and 
lodging places increased his annual income from $309 
to $1,814. This is an increase of 487%. The nearest 
to such a percentage gain during these years was the 
farmer with a gain of 227% from $874 to $2,857. The 
retailer did well enough, however, with an improve- 
ment of 203%, from $1,232 to $3,733. 

In all cases, the upward swing during the war was 


See Table 1 for detailed figures and for more precise definitions 
of terms employed. 


Table 1: Income of Active Unincorporated 
Proprietors! 
Source: Department of Commerce; Tae ConrErENCE BoarD 
Dollars 
888esesSs=@. SSS 
Hotel and 
Year Farmer Retailer? oy i ten 
Contractor Ognes 
DO Derg ie eae a 1,018 1,242 1,226 763 
OSD eb antes etek sos 694 843 947 526 
1931.. 503 548 693 231 
NBG: Ue ehh Coe ee 293 233 288 -96 
OS th fective sn he 8383 486 251 212 
BOB Bhar tii. Say eatistatts « 385 721 416 -50 
LOS ae eaer ee eh mcs 830 879 519 92 
WDB 6 vlicd biota ce eho hotee s 680 1,084 824 234 
OS Chine oat oobi ti 1,019 1,175 793 347 
OARS oh Set eae ose 829 1,040 867 255 
OBO cove ene cei es 874 1,232 951 309 
ROAD Sere ie okie sda che 973 1,393 1,088 373 
Ve Re eae, cee ape LS nae 1,386 1,854 1,627 451 
NORGE aioe ketene Jone 2,153 2,196 2,439 689 
NOES Pe Swedes tt Met Le 2,435 8,125 2,382 1,244 
ROG Reel nities 2,590 3,538 2,089 1,587 
DAG 5B. ist oe ge hat ctor 2,857 3,733 1,892 1,814 
NOME OR tet naa. 3,139 4,396 1,997 1,942 
Average, 1929-1946...} 1,802 | 1,651 | 1,183 583 
Percentage change 
1929-1988... 62.66.55 62.4 -60.9 —79.5 -127.8 
1983-1989. .......... 128.2 153.5 278.9 245.8 
1989-1945........... 226.9 203.0 98.9 487.1 
1045-1946. ........0 9.9 17.8 5.5 Ti 
1989-1946... 00.00... 259.2 256.8 110.0 528.5 


MIncome of unincorporated aie! a divided by the number of active proprietors, 
“Includes eae of automobile service establishments. 
‘Includes boarding houses, tourist camps, etc. 


continued through the first full postwar calendar 
year, 1946, but this postwar peacetime gain was larg- 
est in the case of the retailer, with the farmer in sec- 
ond place. The hotel owner holds first place in his 
over-all percentage gain from 1939 to 1946. 

Despite very large fluctuations in the earnings of 
all four, the hotel proprietor is far and away ahead 
of all the others in the amplitude of his earnings cycle. 
He is the only one of the four to show net losses in 
any of the years. In 1933, he lost almost as much 
as he earned in 1931, 1936, or 1938. 


Table 2: Income of Unincorporated Proprietors 
Source: Department of Commerce; Department of Labor; 
Tue ConFrerENcE Boarp 
1935-1939 Dollars! 


Year i tion « 
Contractor 

LOO ein deh ee ee 1,001 
1980.2. Seeens Ree 793 
OS Meth tects. ee 638 
1932) orn cae teal See 295 
OSS: sary. NS cert eles 272 
LOSS A tialas aw he Ne ton 435 
NOSS er G. bindat eG eee 529 
VOS6 eo: Bie ak fae eee 831 
LOST sma cethera tne te ote es 772 
MOSS yr sicht ie « setae eee 860 
O89) cs aeCane Boe oes 957 
VOLO S 8 sr SS even 1,086 
WOSE er fae eer ae 1,547 
LOADS hee eeu tees 2,094 
04S cht OER Ree 1,927 
bt eee en, ee ee oe 2 1,665 
1985 as Che ee 1,474 
LO4G nce ek cases 1,434 
Percentage chan 

1929-1938. * xe Fee -72.8 

1938-1939........... 251.8 

1989-1945........... 54.0 

1945-1946... 2.5.2... 

1989-1946........... 


1Adjusted by Bureau of Labor Statistics cost of living index. See footnotes to 
‘able 1. 


All these earnings figures are, of course, in ordinary 
dollars. Account must be taken of the changes in the 
purchasing power of the dollar from period to period 
if the real gains or losses in earnings are to be deter- 
mined. For this latter purpose, Table 2 was prepared 
showing the net income of these proprietors in con- 
stant 1935-39 dollars. Obviously, all of them made 
real gains from the depth of the depression in 1933 
to 1939, and during the war years. During the half 
dozen years immediately preceding the outbreak of 
war in 1939, these real gains ranged from 112% in the 
case of the farmer to 252% for the contractor. Dur- 
ing the war, hotelkeepers made an average gain of 
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354%, and the farmer, one of 153%. The contractor, 
with the least gain, earned 54% more 1935-39 dollars 
in 1945 than he did in 1939. 

The revised national income figures of the Depart- 
ment of Commerce make possible another type of 
comparison of the economic standing and the recent 
economic gains of the farmer with those of other 
groups or elements in the economy. Table 3 sets forth 
the net income of farmers (including the few incor- 
porated farm enterprises), along with corresponding 
figures for nonfarm capital, and the total compensa- 
tion of employees engaged in all branches of the econ- 
omy, including government. 


Table 3: Farm and Nonfarm Income and 
Compensation of Employees 
Source: Department of Commerce 
Millions of Dollars 


National 
Year pone 
arm 
Capital? 
A DES oe 87,355 28,674 
POSO. Soci de 75,003 22,968 
NE ee ae 58,873 15,334 
EOSZ oe ce aes. £1) 41,690 8,162 
OSS eee ae 39,584 6,902 
Ce eee ee 48,613 10,989 
MOSM oleisiet oles 56,789 13,385 
R9SGnt ciove tain: 64,719 16,326 
Cy (ie eee 73,627 18,385 
Sh oe 67,375 16,755 
Ls Da oe 72,532 18,292 
SUEUR NEE: 81,347 21,278 
Re Ie ee 103,834 24,276 
Ee Ce ee 136,486 29,070 
AS 8 eR ss) 3 168,262 32,769 
MOSS B cio tins, «.- 182,260 34,382 
BOSD tite, 182,808 34,803 
PDE SS) SRC SCE: 178,204 
Percentage 
change 

1929-1933... .| -54.7 

1933-1939....} 83.2 

1939-1945... .| 152.0 

1945-1946....| -2.5 

1939-1946... .| 145.7 


1Corporate profits after federal and state income and excess-profits taxes and after 
inventory valuation adjustment (excluding farms) plus income of unincorporated 
enterprises after inventory valuation adjustment (excluding farms) plus net interest 
(excluding farms) and rental income of persons, 

*Including net interest paid by farmers. 


Here the wartime gains of the farmers are outstand- 
ing. From 1939 to 1945, farm earnings rose almost 
180%, against an increase in the return on nonfarm 
capital of about 90%. The gains of wage earners and 
salaried employees were second only to those of farm- 
ers during these war years. Nonfarm enterprises more 
often take the corporate form than do farm enter- 
prises, and the fact that returns on nonfarm capital 
is taken after income taxes is in appreciable degree 
responsible for the relatively poor showing of non- 
farm capital. Had the figures been taken before in- 
come and excess-profits taxes, the increase in net in- 
come of nonfarm capital would have been approxi- 
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Table 4: Farm and Nonfarm Income and 
Compensation of Employees 
Source: Department of Commerce; Taz Conrerence BoarD 
Percentages of National Income 


Net Income | Net Income 
of Farm 


National Compensa- 


Year tion of vee Proprietors 
Employees Capital and — 
Corporations 

I Le Re .0 59.1 33.4 7.6 
EOS Le yer on 5 oe .0 62.7 31.0 6.3 
LOSL A Fa ha a eel 0 67.6 26.3 6.1 
OSD ys Sy toys che ees co 0 74.6 19.8 5.6 
HORS nie Toke sate: a: 0 75.1 17.7 7.2 
OSE sae one are 0 flees 23.0 5.9 
POSSE ts ome eee .0 66.5 24.0 9.6 
MOS OSV fia, ere tis ex .0 67.4 25.8 6.8 
nL 3 ie ee tees ee .0 66.1 95.5 8.4 
TOSS aoe ae ee .0 67.5 25.3 7.3 
1 oh Os a, Sean .0 67.3 95.7 7.0 
1940-2 eek m0) 66.0 97.1 6.9 
LOA ig Sees oo os 0 67.0 25.3 He 
GAD i ae ston econ .0 67.8 23.3 8.9 
EY Se inns Ba Sar nts wo 0 70.8 91.3 7.9 
NOFA SW Se Mocks .0 72.0 20.4 7.6 
ET LAS ae Ae : 71.6 20.3 8.1 
UT se eee 68.8 22.0 9.2 


“ Fey gute corporate*income and excess-profits taxes. See also footnotes to 
able 3. 


mately 133% instead of the 90% actually shown. 
Net income of corporations is shown after adjust- 
ments made by the Department of Commerce in an 
effort to remove those elements of profit or loss which 
take the form of inventory price changes. This ad- 
justment was considered necessary to render non- 
farm income comparable with farm income figures. 
The fact that corporate income and excess-profits 
taxes were appreciably lower in 1946 than in 1945 
was partly responsible for the 7% gain in net income 
of nonfarm capital, but the 12.5% gain by farmers 
cannot be thus explained. As the figures stand, the 
farmer’s income last year was nearly 215% above 
1939, while that of nonfarm capital was only about 
104% higher. That of employees was 144% above 
the earlier year. 

Table 4 shows the portions of national income (for 
this purpose excluding corporate income taxes and 
excess-profits taxes) represented by these various 
components. Notwithstanding the general rise in the 
over-all figure of national income, farmers, with one 
exception, never before received so large a share of 
the total as in 1946. This one exception is 1935 when 
a higher percentage attained was largely at the 
expense of wage and salary earners. The feature of 
the table is the low proportion going to nonfarm 
capital despite widespread industrial and trade 
activity. 

A third comparison of significance, made possible 
by the new national income figures, is that of national 
“income originating in” agriculture, as compared with 
that originating in various other segments of the 
economy over a period of years. Table 5 makes such 
comparisons for the key years of 1929, 1933, 1939, 
1945 and 1946. Percentage changes between these 
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Table 5: National Income by Industrial Origin 


Source: Department of Commerce 
Millions of Dollars 


Industrial Origin 
All industries, total...... 


72,532 87,355 


* Mining... 1,601 2,097 
Contract construction. 2,254 3,691 
Manufacturing. .. , 17,986 22.012 
Wholesale, retail trade. . 12,126 13,090 
Finance, insurance, real 

CSTATET EEO. itu. Borate 8,216 13,098 
Transportation.......... 4,543 6,562 
Communications, public 

AIULUEIES=. rte noe 2,863 2,878 
Servicesicn tise, tote ss cnta 8,080 10,168 
Government, government 

enterprises. . 37,344) 8,550 5,114 
Agriculture, forestry, fish- 

ETIOS Rt AERC eel ONS tes 16,500} 6,120 8,002 
Outside United States. . 213] 243 643 


Nore: National income originating in any given industry is the net value added 
to production by that industry measured at factor cost. In the business sector of the 
economy, except government enterprises, it is equal to the excess of the market value 
of the industry’s product and the subsidies it receives over the sum of the following 
costs: purchases of goods and services from other enterprises, indirect business tax 
and nontax liability, business transfer payments, and capital consumption charges. 
In the government and personal sectors of the economy, which do not produce for 
sale, and also in government enterprises, this value added in production can be 
described only as factor costs incurred. 


Table 6: National Income by Industrial Origin 
Source: Department of Commerce; Toe ConreRENCE BoarpD 
Percentage Change 


1945-1946] 1939-1945 |1933-1939 |1929-1933/1939-1946 


Industrial Origin 


All industries, total......} -2.5 | 152.0 | 83.2 | -54.7 | 145.7 
Mining. . : 8.0 | 80.4 | 141.8 | -68.4 | 94.8 
Contract ‘construction. . 44.1 86.6 | 206.7 | -80.1 | 169.0 
Manufacturing. . -7.9 | 188.5 | 187.2 | -65.6 | 165.7 
Wholesale, retail ‘trade... 23.7 | 119.0 | 125.6 | -58.9 | 170.8 
Finance, insurance, real 

CBCAE CLA aperete ic ls\custie histel Ugo 67.6 44.6 | -56.6 79.6 
Transportation. . -5.7 | 138.2 53.6 | -54.9 | 124.6 
Communications, ’ public 

AULILEIESE 3 eb arcuate et 11.9 48.2 43.2 | -30.5 65.8 
MET VICES = 03 jays FO ash ns ae iby (25) 79.6 48.3 | -46.4 | 110.6 
Government, government 

enterprises. . -88.4 | 336.8 | 59.8 “4.6 | 169.2 
Agriculture, forestry, fish- 

STies Me hs aren 12.4 | 169.6 73.8 | -56.0 | 203.1 
Outside United States...} 12.2 | -12.3 | -17.1 | -54.4 |] -1.6 


dates are shown in Table 6. “Income originating in” 
is a term employed by the Department of Commerce 
to denote “net value added to production” by speci- 
fied industries. It includes, in addition to net income 
earned in these industries, the various items of cost 
entering into the production contributed by them. 
These are salaries and wages paid, interest paid, and 
corporate-income and excess-profits taxes accrued. 
Here again agriculture leads in the matter of gains 
made since 1939, with an increase of 203%. This com- 
pares with a gain in national income originating from 
all sources (that is, total national income,) of 146%. 
The nearest rivals to agriculture are trade with an 
increase of 171%, government (including government 
enterprises) and contract construction, with gains of 
169% each; and manufacturing, an increase of 166%. 


Ricuarp H. Goren, Jr. 
Division of Business Economics 


Higher Pay for Directors 


EES and salaries for corporation directors con- 

tinued to increase in 1946. A sampling of 184 non- 
officer directors of large companies reveals that in 
1946 more than half received $1,000 or more for their 
duties as directors. Almost one third were paid regu- 
lar salaries of $5,000 or more. This represents a sub- 
stantial rise from prewar levels, as shown by a Na- 
tional Industrial Conference Board survey for the 
year 1938. A more recent study made by the Board 
indicated that in 1945 outside directors earned on the 
average $850. 


MORE GET PAID 


The accompanying table gives comparative data 
for the three years. Although not strictly comparable, 
the figures reveal the approximate trend of payments 
to nonofficer directors of companies with assets of $50 
million or more. 

These comparisons, of course, do not bring out the 
increasing popularity of salaries for directors. A ma- 
jority of companies still relate remuneration directly 
to attendance at board meetings, but one out of five 
companies now pays salaries to outside directors. 


Remuneration of Paid Nonofficer Directors of 
Large Companies! 
Source: Tur ConFERENCE Boarp 


1946 1945 1938 
Aggregate 

Remuneration 
No. of % of No. of % of No. of & of 
Directors} Total | Directors! Total | Directors ‘otal 
Less than $500. . 53 29 283 45 158 69 
$ 500-$ 999... 24 13 153 24 46 20 
$1,000-$1,999. . . 84 18 119 19 13 6 
$2,000-$4,999. . . 22 12 42 q. 9 4 
$5,000 and over.. 51 28 35 6 2 5 
‘Total a aean 184 100 632 100 228 100 


1Data for 1945 and 1938 from Tue Conrerence Boarp’s Studies in Business 
Policy, No. 16. 

In the case of some of the higher-paid directors 
($5,000 or more) their greater remuneration frequent- 
ly results from their duties as members of important 
committees. 

For example, the members of the executive com- 
mittee of a large steel-fabricating company receive 
salaries of $5,000, while the other directors’ fees for 
1946 were from $350 to $550. Members of the execu- 
tive committee of a boat company received more 
than $5,000, while the other nonofficer directors were 


paid only nominal amounts. Some companies paid all 


outside directors $5,000 or more. 


Pau W. Dickson 
Division of Business Practices 
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Survey of Business Practices: 


Depreciation under Review 


NDUSTRY’S depreciation policy is being subject 
to increased review and analysis as a result of the 
significant disparity between current amounts charged 
for depreciation and the cost of replacements. The 
majority of the business executives cooperating in this 
month’s survey of business practices regard this “un- 
_ derdepreciation” of fixed assets as a serious problem 
at this time. Some of these executives also contend 
that production costs are understated and that profits 
are partly fictitious unless adjustment is made for 
higher replacement costs. A few companies have al- 
tered their depreciation policies for managerial pur- 
poses and there are others considering such action. 
Some executives, however, indicate a reluctance to 
establish two sets of accounts, one meeting the re- 
quirements of the Internal Revenue Bureau and the 
other reflecting management’s view of proper depre- 
ciation charges. The real solution to the problem, it 
is stated, lies in a change in tax laws. 


THE REPLACEMENT PROBLEM 


One out of seven companies has established special 
reserves out of earnings after taxes to provide at least 
in part for the higher cost of replacement. Frequently 
these higher costs have markedly influenced financial 
policy and affected decisions as to the amounts trans- 
ferred to surplus. Some concerns have not built up 
surplus so rapidly as they believe desirable because 
of Section 102 of the tax law. Most companies, how- 
ever, have not felt themselves unduly hampered by 
that section, partly because they believe they can 
justify accumulations for the purpose of capital re- 
placements or additions. 

Numerous companies have been able to take the 

_price rise in stride and are not particularly affected 
by the high cost of replacements at this time. While 
higher construction costs have adversely affected re- 
placement and plant expansion programs, higher labor 
costs have stimulated demand for more efficient ma- 
chinery. Business, it is believed, should be given every 
incentive to modernize and much would be gained if 
more liberal depreciation allowances were permitted 
by tax laws. 

The effect and significance of increased capital re- 
placement and addition costs vary considerably from 

_ company to company. Some concerns, for example, 
_ obtained large amounts of new equipment during the 
__ war which they are continuing to use in peacetime. 
_ Thus they are not confronted with an immediate re- 


placement problem. Some other companies, however, 
are confronted with large-scale replacements partly 
because of inability to carry out normal programs dur- 
ing the war and overworking of machines. Tech- 
nological advances have been greater in some cases 
than in others. Profits positions also vary as do the 
demands for working capital for inventories and ac- 
counts receivable. Generally a mature and stable in- 
dustry is confronted with a less difficult problem than 
a rapidly growing industry; for the former, replace- 
ments or additions tend to represent a small propor- 
tion of total fixed assets. Among other reasons ad- 
vanced for variations in the impact of the cost in- 
crease on individual companies and industries are 
differences in the rate of obsolescence and in the 
amount of fully depreciated equipment still in use. 

A number of executives, while recognizing the seri- 
ousness of the situation, report no immediate problem 
as adequate funds are available to meet all require- 
ments. In some cases substantial contingency reserves 
had been accumulated during the war. It was also 
observed that the problem of providing funds for 
increased construction and equipment costs does not 
differ from that of covering higher labor and mate- 
rial charges. High earnings have solved the imme- 
diate problem for some concerns. Another reason why 
certain companies have not found the problem of high 
replacement costs so difficult as others is that they 
were able to carry out their programs through the 
purchase of war-surplus machinery which generally 
could be bought at prices well below current market 
levels. A few companies stated that they were little 
concerned over the problem so far as their own opera- 
tions were involved because depreciation represented 
such a small proportion of total production costs. 

Some of the executives who reported no immediate 
problem indicated that one might occur in the future. 
This would be particularly true if prices and taxes 
continue at a high level and if profit margins should 
decline. A few executives indicated more concern 
over the high depreciation charges which arise out of 
replacements made at present prices than over inade- 
quate depreciation allowances. 


Effect of Increased Costs 


Considerable evidence was accumulated that re- 
placement and expansion programs have been altered 
materially because of increased costs of construction 
and machinery. Frequently, distinction is made be- 
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tween the replacement of new buildings and the re- 
placement of machinery and equipment. There 
appears to be considerably more postponement of new 
building than of equipment purchases. This is partly 
owing to the fact that building costs have increased 
more rapidly than machinery prices. An even more 
significant factor, however, is management’s drive to 
increase efficiency through the installation of the most 
modern machines available. Higher costs generally are 
not standing in the way of purchases of new equip- 
ment which will result in savings in production costs. 

Comments on the replacement problem and the 
effect of higher costs are given below. They have 
been selected to illustrate different viewpoints and 
do not reflect the distribution of answers. 


“We have taken two major steps relative to this prob- 
lem. First, we made a study of each machine and building 
and fixture for the operating efficiency of these units as 
compared to the latest type available. We are continuing 
this survey from quarter to quarter. Second, we are allo- 
cating the major portion of profits to a replacement 
program which follows the results of our survey.” (Mis- 


cellaneous metals) 
ek *& & 


“During the next two years it has been estimated that 
the oil industry will spend about $4 billion in capital ex- 
penditures. This represents almost one fourth of the pres- 
ent total investment in facilities of about $18 billion. 
The increased costs of these new facilities is of primary 
importance. For example, refinery facilities today cost 
two and a half to three times as much per barrel of 
capacity as they did before the war. 

“Many of the new facilities will not increase total pro- 
ductive capacity but will be designed primarily to pro- 
vide a higher-quality product for our customers, as well 
as modernization and replacement of present facilities. 
Owing to the higher cost of these new facilities, depreci- 
ation charges against earnings of future years must be 
substantially higher than present charges.” (Petroleum 
and products) 


LCE RE 


“Much of the equipment in plants today is ten to 
twelve years old on an average and is depreciated on a 
twelve-year to twenty-year basis. The tax law, which is 
partly responsible, is not realistic, especially at a time like 
this when there is such a crying need for rapid modern- 
ization of plants to overcome in part the high labor 
rates and excessive government taxing policies, and to 
produce at a higher rate would bring demand and supply 
of badly needed products into some sort of balance. (Non- 
ferrous metals and products) 


ee 


“Both the replacement and improvement of existing 
facilities are extremely difficult at today’s costs. We 
are replacing a small coke-oven job at a price of about 
180% of 1940 value. Depreciation charges on a great 
quantity of work we are now letting will plague us for the 
next twenty years. They will be, in part, offset by lower 
interest, but this is cold comfort.” (Steel) 
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“Two of our paper machines were installed in 1904, at 
a total purchase price per machine of $32,000. The 
minimum cost for a reasonably modern counterpart is 
$350,000. This example, perhaps, is extreme because of 
the time lapse, but it is also true that full depreciation 
of a piece of equipment purchased in 1936 would not 
exceed 50% of the purchase price of new equipment. 
Since for income-tax purposes this industry seems to be 
limited to a depreciation rate of 5% to 6%, there is no 
relationship between the rate of depreciation and re- 
placement, nor is it in the normal course of events pos- 
sible for a company to earn enough under these conditions 
to replace its equipment when it becomes obsolete. This 
means that the only possibility for maintenance of 
operating equipment and its replacement lies in either 
borrowing or extension of equity capital, both of which 
are obviously subject to limits and neither of which is a 
satisfactory answer to the problem.” (Paper and products) 


= 


“Our policy is one of postponing new building construc- 
tion, unless it is a must by reason of being an absolute 
requirement for more manufacturing space. . . . High 
machinery and equipment costs, however, do not deter us 
if we can see more efficiency resulting in a real saving in 
manufacturing costs.” (Miscellaneous metals) 


ee 


“The greatly increased cost of replacing equipment 
does not present too difficult a problem for us, because we 
have enough usable machinery and equipment to con- 
tinue operations without interruptions. We purchase 
new machinery and equipment only in cases where the 
potential savings will offset the purchase price within 
a relatively short period. New equipment purchased at 
high prices could be a burden to us within five or six 
years if new, improved facilities could then be purchased 
at lower prices. We would be burdened with a high 
yearly depreciation charge to operations, while our com- 
petitors purchased new equipment and enjoyed its im- 
proved efficiency together with a lower yearly charge for 
depreciation.” (Food products) 


POLICY AND PRACTICES 


Differences of opinion as to the object of a deprecia- 
tion policy have long existed and are reflected in this 
survey. One point of view holds that depreciation 
should simply recover the original cost of plant and 
equipment over their useful life. In other words, the 
same number of dollars would be recovered as orig- 
inally invested, although the purchasing power of 
these dollars may have changed considerably. 

Another point of view is that depreciation provides 
funds for future replacement. It is argued that busi- 
ness as a going concern must always look toward the 
replacement of worn-out and obsolete equipment and 
make financial provisions for continuous moderniza- 
tion and rehabilitation. Thus, considerable support is 
given to the proposal that depreciation charges should 
be based on replacement costs, although frequently 
certain accounting problems are cited in connection 
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with carrying out such a proposal. Executives, of 

course, are very aware that today’s dollar buys less 
| than that of ten years ago and generally it is expected 
that a permanently higher price level will prevail than 
_ before the war. 


Two Sets of Accounts 


Company policy and practice, of course, are greatly 
influenced by tax regulations, although a set of finan- 
cial accounts differing from those required by the 

Internal Revenue Bureau are often kept for mana- 
-gerial purposes. Thus, allowance is made in cost esti- 
_ mates and prices for a higher rate of depreciation than 
is permitted for income-tax purposes. 

A hardware manufacturer, for example, reports: 


“We have been for some years acutely aware of the 
inadequacy of allowable reserves for depreciation under 
Bureau of Internal Revenue rulings. This was emphasized 
by the promulgation in 1934 of TD 4422. Funds for re- 
placement, especially of machinery and equipment, the 
cost of which has steadily risen for many years, must 
somehow be provided in an industry such as ours which 
requires a relatively high investment in heavy ‘shock 
type’ equipment, which, in addition to high mainten- 
ance costs, has a comparatively short period of useful 
service.” 


This executive further points out that since about 
1936 the company has attempted “to meet this prob- 
lem in part by a dual system of depreciation rates; 
i.e., for the books, depreciation is computed on cost 
and in accordance with bureau rulings; for cost de- 
termination and pricing policy, it is computed on esti- 
mated replacement costs periodically and at rates 
based on actual average life of various types of equip- 
ment.” He goes on to say: 


“The operating and cost accounts are charged with de- 
preciation on the latter basis, but the difference is taken 
currently in the general accounts as a credit to profit and 
loss. We would have preferred to set this difference up 
on the books as a surplus reserve and even to segregate 
the funds reported and earmark them as a replacement 
fund, but have been deterred from so doing by various 
considerations among which is the attitude of the gov- 
ernment with respect to accumulation of surplus. Never- 
theless, we are now seriously considering a change to that 
method which would possibly include a transfer from 
surplus to the reserve of all such unexpended additional 
charges that have been made to operating accounts since 
1936.” 


Another illustration of separate depreciation rates 
for costing purposes is given by an industrial machin- 
ery producer: “The depreciation rates which we are 
using for costing and accounting purposes are some- 
what higher than allowed us by the Treasury Depart- 
ment in our income-tax returns, and a study which 
we have made over a period of years indicates that 
they are adequate for our costing purposes. Because 
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of this fact we have not attempted to revise them to 
give effect to the increased replacements costs. . . .” 


Straight-line Method Common 


Most of the companies represented use the straight- 
line method of allocating depreciation. A few con- 
cerns are considering the adoption of the declining- 
balance method. Infrequent mention was made of the 
unit-of-production method. A number of concerns 
noted that they advanced their depreciation rates 
during the war when they switched from one shift to 
two-shift or three-shift operations. However, some 
indicated that the Treasury allowed much less of this 
accelerated depreciation than they believed conditions 
warranted. 

Illustrations of current depreciation policies and 
practices follow. 


“Our practice is to carry all our plant properties at 
actual cost values. We keep them broken down by indi- 
vidual units of property; when it is necessary to replace 
a facility, the cost of the old facility is removed from 
our accounts and the new replacement added. Thus, if 
the replacement is made at a higher cost, the excess cost 
of the new unit represents an addition to our property 
accounts. 


“In retiring old facilities, their accumulated depreci- 
ation is charged to the reserve for depreciation. Any dif- 
ference between the cost and accumulated depreciation is 
charged to a reserve for obsolescence. The reserve for 
obsolescence is created by charging production costs with 
normal depreciation on assets which are fully depreciated 
but still in use. This procedure has the advantage of 
continuing to charge production costs with depreciation 
on facilities used, as well as to provide an obsolescence 
reserve against which may be charged the loss on equip- 
ment which is retired prior to becoming fully depreciated.” 
(Chemicals) 


+ &  # 


“Our policy follows standard accounting practice for 
both financial and income-tax purposes. Replacements 
and additions are recorded at actual cost at the time 
of acquisition. Provisions for depreciation are based on 
such actual cost distributed evenly over the estimated 
remaining life of each facility. Such remaining life periods 
are reestimated each year and the depreciation provision 
adjusted accordingly. The result is, of course, that depre- 
ciation costs are higher during the life of high-cost equip- 
ment than during that of low-cost equipment. Manage- 
ment must take account of the additional funds needed 
to replace low-cost facilities with high-cost ones. How- 
ever, this is also true of merchandise inventories and 
other assets. The problem is one of accounting for the 
fluctuating value of the dollar and is not peculiar to 
plant and equipment accounting.” (Chemicals) 


ee. & 


“Established policy is to set annual depreciation rates 
that will recover the full cost of the facility over the 
estimated useful life of the equipment. . . . In recovering 
cost only we may not have returned to cash an amount 
sufficient to buy a new facility at greatly increased re- 
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placement value. Several factors, however, offset this 
seeming lack of foresight in providing adequate funds 
for replacement. So-called depreciation provisions are 
largely obsolescence reasons, especially where a proper 
program of maintenance is carried out. The estimated 
useful life is only an estimate and a substantial part of 
facilities is maintained in service after the full cost has 
been recovered. This is in essence a form of accelerated 
depreciation. 

“Granted that more than actual cost should be recov- 
ered, how much more shall it be? Who is in a position to 
state the cost of replacing in 1952 a machine purchased 
in 1940? In the period from 1919 to 1920, similar pro- 
posals were very much in evidence but subsequent declin- 
ing price levels proved their falsity.” (Nonferrous metals 
and products) 


Recent Changes 


A few companies have taken action to change their 
depreciation practices or policies, and some others are 
considering changes. In nearly all instances these 
changes are for managerial purposes and are not rec- 
ognized by the Internal Revenue Bureau for income- 
tax purposes. The changes most frequently involve 
increases in rates and a consequent shorter period of 
“useful” life or the establishment of special reserves 
to cover the increased cost of replacement. The gear- 
ing of depreciation to replacement values is opposed 
by some because of annual changes and added ac- 
counting problems. An immediate write-off of a cer- 
tain proportion of the costs of replacement has been 
considered by a few companies. 

Mention is made of the proposals advanced in two 
recent studies on depreciation policy. One of them, 
“Depreciation Policy and Postwar Expansion,” by 
Lewis H. Kimmel, published by the Brookings Insti- 
tuition in 1946, urges tax-free replacement reserves. 
This study advocates that “tax-free credits to such 
reserves should be allowed for three to five years. 
These credits would be in addition to the regular de- 
preciation allowances; the maximum tax-free credit 
should not exceed one half of the depreciation allow- 
ance.” Tax-free reserves beyond present depreciation 
allowances would, of course, necessitate changes in 
the tax rules. Such reserves now can only be set up 
out of earnings, after taxes. 

The other study, “Depreciation Policy and the 
Postwar Price Level,” by George Terborgh, pub- 
lished by the Machinery and Allied Products Insti- 
tute, recommends that industry increase its deprecia- 
tion charges by an amount sufficient to recover the 
cost of the asset in dollars of equivalent purchasing 
power. This study observes that “it can be persua- 
sively argued that the current depreciation charges 
of American industry on assets acquired before the 
war should be increased by something like one half.” 
It is argued that depreciation policy should recognize 
the higher price level and that depreciation charges 


should be adjusted to reflect the higher price level.t 
Such action is suggested for managerial purposes even 
if no tax relief can be obtained. 

An example of a change in depreciation policy to 
allow for the decline in the value of the dollar is 
given by an engine and turbine manufacturer: 


“We have recalculated our depreciation by increasing 
the cost of facilities purchased prior to 1942 by 50% and 
have for this calculation stated the value of emergency 
facilities at their original cost and of all other facilities 
purchased at a discount at their original cost. Then we 
have redetermined the depreciation, using the present 
accepted rates. The result of this was that our depre- 
ciation increased by almost 150%. It is our plan to use 
this extra amount as a deduction from profits after taxes 
and to carry it as a special surplus reserve until such time 
as it seems expedient to classify it as some other type 
of surplus account. In checking with our auditors, we are 
advised that this is an acceptable basis with the Securi- 
ties and Exchange Commission and is being considered by 
some other companies.” 


Special Reserves 


Approximately 15% of the companies have estab- 
lished special reserves for capital replacements. Most 
of these have allowed for the increase in costs. Some, 
however, provide for the higher costs by a general 
contingency reserve. Other executives indicate that 
they are not impressed with the idea of setting up 
special reserves but that the replacement problem is 
considered in determining general financial and divi- 
dend policies. They contend that it makes no differ- 
ence whether the added costs for replacements are 
reflected in surplus or in a special reserve. The main 
problem is to have the necessary funds which can 
only come from earnings, from borrowing, or from new 
capital flotations. As one steel producer notes: 
“Whether you set such earnings up in a reserve ac- 
count or allow them to flow into surplus makes very 
little difference. The main fact is that the percentage 
of earnings, either on sales or invested capital, should 
be at a much higher rate than existed eight or nine 
years ago. The important part of all this, of course, 
is to have the public understand that to create jobs, 
sufficient earnings must be made beyond reasonable 
and fair dividends.” 

Along similar lines, a railroad-equipment manufac- 
turer observes: 


“Nothing constructive is accomplished by increasing 
depreciation provisions unless they can be recovered in 
the price of the article produced. In our industry, com- 
petition to a very large extent determines prices. Unless 
all members of an industry adopt a uniform depreciation 
policy directed toward recovering replacement costs of 
plant and equipment, then the few members who pursue 


1Terborgh maintains that the object of a depreciation policy is the 
“Tecovery of capital, not the physical replacement of the asset itself. 
Depreciation policy has nothing to do with the subsequent expendi- 
ture or reinvestment of the funds recovered.” 
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such a policy run grave danger of losing business to com- 
petitors who do not increase selling prices to the same 
extent.” 


A few examples of policies as to special replacement 
reserves are given below. 


“We started on January 1 what we call a capital asset 
replacement fund. This fund is being built up by charg- 
ing to the cost of sales each month 1% of our net sales 
and transferring the amount thus charged into the capital 
asset replacement fund which is, in turn, a part of a 
broader, noncurrent reserve for operating and miscella- 
neous expenses on the liabilities side of our balance sheet. 
This reserve is going to take quite a long time to build 
up and serves only to offset deficiences on past capital 
investments. Current purchases for capital account are 
costing 30% to over 100% more than equipment in- 
stalled some decades ago, and an adequate current capital 
investment program therefore now requires from year 
to year an investment decidedly larger than our current 
annual depreciation charges. We are treating this excess 
as a first charge, before dividends, on earnings. (Indus- 
trial machinery) 
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“We are working now on arriving at a basis for setting 
up additional depreciation reserves to take care of re- 
placement costs. Really to protect oneself, these reserves 
should be funded, but industry today will find it rather 
difficult in the light of current capital requirements to 
fund additional depreciation. It is going to be necessary 
for industry to take the increased costs of plant and 
equipment into consideration as a semipermanent or per- 
manent capital requirement. By semipermanent, I mean 
long-term borrowing which will enable industry to turn 
around during the next two or three years.” (Miscella- 


neous products) 
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“We have given consideration to setting up a reserve 
for replacements arising from increased price levels. It 
is our intention to increase our factory burden costs by 
the amount set up im this reserve on the theory that 
they parallel depreciation charges. In subsequent years, 
if price levels recede, the reserve will be reduced by mak- 
ing offsetting credits to production costs because at that 
time actual depreciation on the high replacement costs 
now being incurred will be excessive, whereas now the 
charge is low.” (Lumber and products) 


+ 


“We have not considered it necessary to provide spe- 
cial reserves for replacement of plant facilities in view of 
the long-established company practice of retaining suffi- 
cient earnings to meet an important part of the financial 
requirements for plant replacement and expansion. Since 
a substantial portion of plant and equipment is super- 
seded by improved units of similar characteristics or by 
completely dissimilar units usually having a higher cost 
than the superseded units, this practice has afforded the 
advantages of a reserve for replacement without incurring 
the latter’s liabilities.” (Petroleum and products) 


Among the methods considered by business execu- 


BUSINESS RECORD 235 


tives for meeting the problem of higher replacement 
costs is the more rapid depreciation of capital assets 
in the early years of their life. Two approaches have 
been considered. The first involves the adoption of 
the declining-balance method of depreciation, for 
which approval of the Internal Revenue Bureau may 
be obtained. The second provides for the immediate 
or early write-off of the “abnormal” portion of the 
cost of replacements. The latter approach could be 
adopted for managerial purposes, but changes in in- 
come-tax regulations are required before any tax 
advantage can be gained. 

Illustrations of these two approaches are given in 
the following comments. 


“We now have under consideration the advisability of 
using the new declining-balance method of depreciation. 
If adopted, it would have to be used in the accounting 
for both income-tax and published financial statements. 
As applied to us, the declining-balance depreciation would 
be approximately 150% greater than straight-line depre- 
ciation for the first year. The difference would gradually 
decrease for about fifteen years until the annual amount 
of depreciation on either method would be about the 
same, assuming that additions and replacements about 
equaled the cost of prior years’ additions fully depre- 
ciated.” (Office equipment) 


we se 


“The actual cost of our new building is up about 30% 
over the original estimates. During the course of con- 
struction, when it was apparent that costs would be 
appreciably exceeded, we raised the issue with our ac- 
counting staff and auditors on whether it would be possible | 
accountingwise to immediately write off a substantial 
portion of the building and obtain a tax advantage. We 
were assured that, under prevailing rules of the Treasury 
Department, this could not be done and a tax advantage 
obtained. 


“There is no question but what a substantial portion 
of the 30% increase in costs was brought about by the 
general labor situation in the construction field. Certainly, 
this should not represent true costs of the building for 
depreciation purposes, and it would be desirable to deduct 
a substantial portion of this cost in the current year for 
tax purposes.” (Electrical supplies) 


FU 


“The best remedy for the present situation is through 
changes in the income-tax law and regulations which 
would permit either additional depreciation in excess of 
the original cost or a charge-off of the excessive cost of 
replacements. Of those who have studied this problem 
in detail, the consensus seems to favor a substantial por- 
tion of the cost of replacement to be charged off in the 
year of replacement or within five years; the balance of 
the cost would be depreciated over the life of the facili- 
ties.” (Steel) 


Another method which has been advanced to bring 
current depreciation charges more in line with cur- 
rent costs is to reinstate fully depreciated facilities 
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which are still in use, particularly war emergency fa- 
cilities constructed under certificates of necessity. Of 
course, no tax advantage can be gained, but it is 
contended that a truer picture of current production 
cost is obtained if these fully depreciated facilities are 
reinstated. Only about 5% of the reporting compa- 
nies, however, are actually charging depreciation on 
such facilities on their internal books. A larger num- 
ber of executives favor the idea but have taken no 
‘action for a number of reasons, often because the 
amount involved is relatively small. 


Reinstating Opposed 


The majority of executives, however, are opposed 
to the practice of reinstating on the books fully de- 
preciated facilities. Such opposition is somewhat less 
pronounced in the case of war emergency facilities 
than for facilities which were purchased years ago and 
depreciated according to accepted schedules. As re- 
gards relatively old equipment which is still used, 
some executives observe that higher maintenance and 
repair costs, together with relative inefficiency, add 
enough to the production cost without also charging 
additional depreciation. Some executives regard the 
practice as questionable from the standpoint of good 
business policy and accounting practice; others do not. 
The practice is also opposed because it would involve 
two sets of books and would result in a change in the 
profits picture. Others, however, regard this changed 
profit picture as the more realistic. A shoe manufac- 
turer looks upon the practice as “perfectly permissible” 
for refinancing, but, outside of that to be somewhat 
dangerous in those states that have personal property 
or similar taxes on the value of equipment. 

As already noted, one chemical producer charges 
production costs with normal depreciation on fully 
depreciated assets which are still in use and carries 
this amount to a reserve for obsolescence. Some com- 
ments on the practice of reinstating fully depreciated 
assets on company books follow. 


“We have reinstated on our books all the facilities 
which were purchased and written off under the amortiza- 
tion act. In our particular case, these assets were good 
ones. We only reinstated those which were actually in 
use and would be in use for a reasonable length of time. 
We did this for two reasons: They belong to the stock- 
holder and he should have a record in the balance sheet 
of the property represented by his stock ownership; and, 
secondly, it has been our experience ‘that unless you 
record items of this nature, they will be lost track of over 
a period of time.” (Miscellaneous products) 


VS 


“We doubt the wisdom of restoring war emergency 
facilities on the books and taking the depreciation as 
expense again, as we feel this would provoke criticism 
from stockholders and others of deliberately understat- 
ing profits.” (Petroleum and products) 


“T am not in favor of including in current costs any 
increment to provide for future higher replacement cost 
of equipment, as it would seem that such charges are 
more properly a charge against future operations. I do, 
however, favor reinstating values on the books for fully 
depreciated facilities and a charge against current oper- 
ations of the proper amount of depreciation, even though 
such depreciation would not be deductible for tax pur- 
poses. This is certainly necessary if we are to have a 
true cost-and-profit picture.” (Miscellaneous products) 


6) AS ek 


“We do not believe we should misstate our present 
costs by adding theoretical depreciation that does not 
exist. The inclusion of such items in our standard costs 
would also increase our present inventory values and thus 
result in our paying income taxes on paper profits with- 
out any compensating benefits.” (Industrial machinery) 


te 


“After careful consideration, we decided that rein- 
statement of fully depreciated assets was not the answer to 
our problem. The industry of which we are a part is a 
highly competitive one and in many cases the decision 
with respect to replacing facilities is not entirely in our 
hands.” (Miscellaneous metals) 


TM We HE 


“We do not like the idea of reinstating fully depre- 
ciated assets on the books. So far, the theory has been 
that accounting should reflect what has happened based 
on historical costs and actual depreciation reserves set 
up, which are the only facts available. There is much 
to be said for having all assets, not only inventories, re- 
appraised on each statement date at current market value. 
But this would require changes in the theory of profits and 
in the tax laws and at best would only reflect such mar- 
ket value, if it could be obtained, as of the statement 
date.” (Textiles) 


Insurance 


One result of the rise in replacement costs has been 
the readjustment of insurable values of properties. 
Substantial upward adjustments have been made. 
Some of the executives do not believe that it is also 
necessary to make adjustments in depreciation policy. 
Thus, one electrical machinery manufacturer observes 
that “recognition of replacement costs has definite 
value for insurance purposes because total loss is a 
possibility at any moment. The same reasoning does 
not apply, in my opinion, to depreciation policy be- 
cause of future unknowns—for example, replacement 
cost for the year of retirement of the asset either 
through the useful life of the asset being exhausted or 
through obsolescence.” 


FUNDING DEPRECIATION RESERVES 


Few companies follow the practice of funding de- 
preciation reserves. Depreciation, when earned, is 
made available for all types of business transactions. 
It is argued that this practice results in the most 
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efficient utilization of funds. Some _ executives 
believe that there is no actual relation between 
depreciation policy and replacement of assets. While 
few companies fund depreciation reserves, increased 
interest in this practice is evident. Before deprecia- 
tion can be funded it must be earned. Accordingly, 
many businessmen hold that the real problem is suf- 
ficient earning power, coupled with sensible tax rules, 
and that other matters such as establishing special re- 
serves, funding reserves, and so forth, are of second- 
ary importance. 

Recently, a special industrial machinery company 
started a campaign to induce its customers to “seg- 
regate their depreciation money in the form of ear- 
marked cash or securities.” In the memorandum out- 
lining its proposal, the company observed: 


“It is possible that the prevalent practice of mingling 
depreciation money with working capital should be 
changed and that instead, a system should be substituted 
whereby manufacturers physically segregate their depre- 
ciation fund so that it may be liquid and ready at all 
times for use. 

“The older theory has always been that it was more 
profitable to mix depreciation money with working capital 
and use it in operations than to segregate it and earn only 
2% or 3% on the separate fund. However, experience 
has taught that one or two things frequently happen: (1) 
The money is not actually working, and, instead, lies idle 
in cash or inventory so that it really earns nothing at 
all; and (2) when money is really necessary for machin- 
ery purposes or plant modernization, it is not available 
in liquid form, with the result that the manufacturer is 
faced with an obsolescent plant at a time when competi- 
tion is active and he desperately needs low-cost operation.” 


This machinery manufacturer reports that “to be 
consistent, we have practiced what we have preached. 
We ascertained what machinery and heavy equip- 
ment we would need for the next two or three years. 
The amount has been segregated in a special bank. 
It is understood that these funds are to be used 
only for plant expenditures. The fund was established 
by resolution of our board of directors which also 
instructs that at the end of every quarter we are to 
pay into the plant fund the amount of depreciation 

charged off in that quarter.” 

A machine tool producer is of the opinion that 
“management must be planning definitely for the 
future and for the replacement of facilities. It must 
look at depreciation reserves much more realistically 
than before. It must provide for the funding of these 
reserves as well as provide additional funds out of 
which to purchase new equipment and facilities.” 


IMPACT OF SECTION 102 
Because the majority of corporations look to sur- 


_ plus accumulation to meet the increased cost of cap- 


ital replacements, the possible impact and restrictions 
of Section 102 of the tax law are being carefully an- 


alyzed. It is contended that if business is unduly 
restricted in the amount of profits it can retain, the 
future of the enterprise is seriously threatened. One 
general complaint made against Section 102 is the 
uncertainty it creates. Approximately one third of 
the executives state that they have felt hampered by 
the provisions of Section 102. The remainder felt 
that this section has no bearing on their situation and 
are confident that they can justify the amounts 
retained in surplus. 

Some of the views expressed regarding Section 102 
and its effects on business decisions are shown below. 


“We believe Section 102 of the tax law, requiring that 
70% of earnings be paid out in dividends, is discrimina- 
tory, inequitable and unsound if applied to industrial 
corporations. If corporations are required to pay this 
percentage of their earnings in dividends, they will over 
a period of years be unable to retain the amounts neces- 
sary to replace worn-out facilities, or to expand or to 
modernize their plants.” (Steel) 


HAH. 


“As we lie, tied hand and foot, we look up at the 
sword with razor edge swinging back and forth over 
our heads, suspended by a single thread. The cords that 
bind us are known as original cost and were placed. there 
by the Treasury Department and on the blade of the 
sword appears the numerals 102. The thread that holds 
the sword is represented by the plant investments we are 
now making, which enable us to remain paying a reason- 
able portion of our dividends to our stockholders until 
such time as our plant rehabilitation program is finished. 
After that, we haven’t much faith in the strength of the 
thread or in the ability of the thread to hold its weight.” 
(Miscellaneous metals) 

* + + 

“If Section 102 had been in force during the entire 
time in which we accumulated a reserve for plant addi- 
tions and had been strictly enforced during the entire 
time it has been in the tax law, we would be in a very 
uncomfortable position.” (Miscellaneous metals) 


el Te ae 


“The erosion of values by inflation is a much more 
serious problem with reference to cash and _ securities, 
inventories and receivables than it is with reference to 
depreciation of accruals. That is why Section 102 is so 
insidious and why it should be repealed immediately. An 
inflationary period creates fictitious profits through in- 
ventory write-ups, and Section 102 then obliges manage- 
ment to pay out in dividends sums of money which are 
needed in the business to protect its capital.” (Machine 
tools) 


ee ae 


“One point seems definitely important; Section 102 
should in no case be operative where profits are retained 
actually to provide for the replacement of manufactur- 
ing facilities at a much higher cost than was originally 
involved. And this is true even when the retained profits 
are temporarily held in cash or investments rather than 
immediately spent in replacement, carrying inventories, 
or accounts receivable. This is probably an adminis- 
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trative problem, but certainly it could well be brought 
to the attention of the Bureau of Internal Revenue.” 
(Paper and products) 

tH c% 

“With the increase in prices and our particularly heavy 
increase in volume, we have not been unduly alarmed 
about the application of Section 102. . . . We have been 
more inclined to look at Section 102 from a working 
capital approach. We have not attained the maximum 
under our proposed program of increasing our volume of 
business, and it should not be particularly difficult to 
prove that we would be endangering our financial struc- 
ture if too great a portion of earnings were paid out in 
the form of dividends. I would say, however, that we 
analyze this situation at least twice a year to the best 
of our ability to determine whether failure to pay out 
70% of earnings before creation of reserves is defensible 
under Section 102.” (Leather and products) 


SE ae, 


“There is nothing wrong with the theory behind 102, 
but in actual practice it is vicious. The chief difficulty 
is that no taxpayer can have any assurance that he is 
safe from the penalty. The regulations are impossibly 
vague and whether the penalty is applied depends en- 
tirely upon the whim of the examiner. This is amply 
demonstrated by the fact that the government loses 
more than half of the cases which are taken to court. 
The first essential of a tax law should be that it state 
definitely the extent of tax liability. There should be no 
room for individual opinion or administrative give-and- 
take. 

“Accumulating a reserve for replacement of machines 
during the forthcoming five or six years would very defi- 
nitely be dangerous under Section 102. If the reserve is 
to be useful, it must be in cash; and cash is dangerous 
under this section of the law.” (Miscellaneous metals) 


The majority of executives do not see a significant 
parallel between the present situation and that which 
obtained after World War I. Both times prices in- 
creased sharply and inflationary influences created 
certain problems. But many executives call atten- 
tion to the differences in the length of the two wars, 
the greater wear and tear on machinery during World 
War II, and differences in the tax policies, the busi- 
ness situations and world conditions. The need for 
new and improved facilities is regarded as much 
greater today. 

A few executives indicate that they were using 
World War I experience as a guide and feel that re- 
serves which have been accumulated could be justi- 
fied in the light of that experience. 

These divergent views are illustrated by the follow- 
ing comments. 


“We are convinced that costs of machinery and equip- 
ment will not return to prewar levels, but that, just 
as these costs reached a higher plateau after World War 
I, so there will be a new plateau established after the 
present unreasonable price structure has subsided. We 
anticipate this new plateau will average out at about a 


50% increase over our 1939 costs for plant and equip- 
ment, which incidentally means a decline of approximately 
25% from present-day prices.” (Chemicals) 


Sere Aes 


“There is a parallel between the present situation and 
that after World War I, and it may be that we might well 
follow the procedures of the Twenties of writing up the 
values of fixed property and depreciating on the increased 
value. This procedure does not quite answer the problem 
unless some relief along the same lines is given for 
federal taxes on income.” (Office equipment) 


aes ele 


“In the light of our experience after World War I, we 
would hesitate to increase our depreciation on machinery 
and equipment beyond what we consider normal, which 
would be an eighteen-year to twenty-year life. The 
amount of depreciation charged per year in retrospect was 
too high during the years from 1917 to 1928 inclusive 
and has been too low ever since.” (Paper and products) 


* * * 


“Little parallel exists between the present situation and 
the period following World War I. Immediately after the 
end of World War I, there was a depression and a num- 
ber of strikes in 1919. While there was a period of several 
months of good business in 1920 and inflation in commod- 
ity prices, there was a very severe drop at the end of 
1920, and 1921 and 1922 were years of extreme depression, 
reduction in wage rates and drop in commodity prices. 
However, at the end of 1922, in spite of the depression, 
Congress enacted a reduction in income taxes which was 
a strong and immediate stimulant to business and new 
construction. Business generally in the years 1923 to 
1929 was excellent with very little inflation in commodity 
prices or wages.” (Steel) 


TAX CHANGES RECOMMENDED 


Many suggestions for changes in the tax law are 
indicated in the comments already given by business 
executives. The most frequent general comment made 
is that business management should be given more 
freedom in establishing depreciation policy. However, 
some executives have no particular fault to find with 
the present tax law or its administration. 

Liberalization of the tax provisions with respect to 
depreciation, it is believed, would greatly accelerate 
modernization and plant expansion. Frequently, regu- 
lations and individual rulings are “narrow and in- 
equitable and in the end work to limit or reduce large 
potential expenditures for new plants, new construc- 
tion and new facilities. For the past twelve years the 
income-tax law has provided very little incentive for 
achievement, or increase in production or earnings.” 
Some executives also contend that depreciation sched- 
ules are arbitrary and unjust, and that insufficient 
recognition is given to the element of obsolescence. 

Many executives believe that business should be 
allowed to set its own policy so long as it is consistent 
and not subject to constant change. It is argued that 
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no more than the original cost could be recovered and 
that consequently the government would not in the 
end suffer any loss of tax revenue. However, some 
executives are convinced that not only should they 
be permitted to shorten the period over which facili- 
ties are depreciated, if they regard this as good busi- 
ness policy, but that, in times like these when replace- 
ment costs are high, additional adjustments such as 
tax-free reserves should be permitted. It is noted that 
bills providing for new federal policy on amortization 
and depreciation have been under consideration by 
the House Ways and Means Committee. These would 
provide for a more liberal policy. The proposed “capi- 
tal recovery allowance” bill would permit the an- 
nual percentage to be determined solely by the tax- 
payer, although it could not exceed 20%. The bill, 
if enacted, would also provide that “in loss years, re- 
gardless of the capital recovery allowance percentage 
tate which may have been established in a previous 
year, no capital recovery allowance shall be taken. 
Likewise, in low-income years the capital recovery 
allowance shall be taken only to the extent of profits 
otherwise accrued.” 


Suggest Changes 


Some of the opinions which business executives 
have regarding the present tax laws as well as recom- 
mendations or suggestions for changes, are given be- 
low. 


“The Treasury Department has at times reduced our 
depreciation rates, which, we feel, hampers us because 
when a change is made, the rates we set would keep us in 
a sounder position. If it were not for the attitude of 
the Treasury Department, we would depreciate to a 
greater extent than we do, and carry on our business as 
we did before the income-tax officials had to be con- 
tended with. We feel that under the department’s ruling, 
we are assessed for profits which over the long run of 
business are fictional profits, not true profits.” (Lumber 
and products) 

WS OE 

“For several years past, the Bureau of Internal Rev- 
enue has more or less disregarded the problem of addi- 
tional depreciation in those instances where the plant has 
been operating at extremely high production rates in 
excess of normal or standard. The bureau, however, does 
have a mimeographed form which must be filled in by 
the taxpayer claiming excess depreciation on account of 
increased productivity, but it is practically an impossi- 
bility to furnish the data and information requested.” 
(Office equipment) 

AP oe) oy 

“The present Treasury rules which allow depreciation 
on first costs are short-sighted. As a definite level of 
higher replacement costs will remain for many years, a 
new level of depreciation should be set up based on 
present-day replacement costs, with the provision that 
any money so set up would be spent for replacements 
and not hoarded.” (Electrical machinery) 


“Depreciation should be based on cost of the equip- 
ment but at a rate or on some basis that will allow re- 
couping before the equipment becomes obsolete or before 
repairs become a major factor. In other words, depreci- 
ation and maintenance together should be averaged over 
the effective life of the equipment. If the bureau holds 
to straight-line depreciation rates, then a reserve for fu- 
ture maintenance should be permissible during the early 
life of the equipment.” (Mining) 


Meg ee 


“The rulings and administration of the tax code pro- 
visions unduly handicap and prevent the adoption of 
sound depreciation allowances for tax purposes, and, in 
many cases, no doubt, adversely influence replacement 
policies. . . From an economic or social standpoint, 
income determination based on sound accounting prac- 
tices for business purposes should be generally acceptable 
for income-tax purposes as well, thereby minimizing the 
many endless controversies and adjustments between 
taxable and accounting income. (Communication equip- 
ment) 

Cee te oy 

“Since Section 102 prevents the accumulation of funds, 
even if they can be earned, it seems to us that two steps 
are essential if the productive capacity of the United 
States is to be maintained and expanded to meet in- 
creasing requirements. First, realistic depreciation rates 
must be permitted, at least up to 10% of the cost of the 
equipment when purchased. In addition to this, Section 
102 must be modified to permit accumulation from earn- 
ings of sufficient reserves to make up the difference be- 
tween the depreciation reserve and the replacement cost 
of equipment.” (Paper and products) 


SE ee es 


“Looking back over the history of federal taxes, it 
seems to me that many things we fought for in the 
earlier years reacted against us in later years. An example 
would be high depreciation rates. Most of us would have 
been glad to have had more depreciation charges avail- 
able to us in the recent high tax years.” (Floor coverings) 


eK 


“Tn general, while the present provisions of the tax law 
would seem to offer no serious handicap, administrative 
practices could be improved so as to bind the Treasury 
Department to the taxpayer’s judgment regarding de- 
preciation as long as the taxpayer’s determination of the 
useful life of the depreciable property remained within 
limits previously established by the Treasury Depart- 
ment.” (Food products) 


eee 


“While current taxes are high, yet they do not prevent 
the adoption of a sound depreciation and replacement 
policy set primarily on the needs and conditions of the 
business, with only secondary attention to the effect of 
a chosen policy on the current tax situation.” (Heating 
and plumbing equipment) 


Henry E. Hansen 
Francis R. Lusarp1 
Division of Business Practices 
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Selected Business Indicators 
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| | 
Item Unit May, , 1946 6 Months, 
| June May April March June an at 1a ae 
June, 1947 | June, 1947 | © Months, 
Industrial Production 

Total (ERB) 6S)... oe. -coreeh eee 1935-89=100 |p 183]r 185 186 190 mT +7.6| 415.2 

Manufacturing (FRB) (S)........ 1935-39=100 || p 189 | 7 191 194 198 .0 +7.4 +15.5 
Durable goods (FRB) (S)....... 1935-39=100 |]p 217/r 218 222 295 5 +12.4 +26.8 
Steele ec ee Aes pict cae 000 net tons 6,952 |r 7,329 7,043 7,307 ait +23 .6 +54.6 
Pigniron tecture sc aie te ac 000 net tons 4,810 5,081 4,830 5,123 >) +30.6 +64.2 
Copper (refined)..............|] net tons 98,738 | r 108,464 |r 104,430f] r 87,141 0 i J 
Perd(refined) Me 7. cee net tons 45,235 53,822 53,424 51,239 .0 +143.4 +63.1 
Zune (slab) ). acetate eee net tons 70,990 73,970 73,891 75,376 .0 +20.7 +13.3 
Glass containers.............- 000 gross 9,619 10,578 |r 10,358 10,582 mp +7.0 +9.4 
Enumibers csv ken seth: © scsieretiets million bd. ft. n.d. 3,101 2,732 2,578 a) +14.6¢ +16. 0¢ 
Machine tools!..........4..... 000 dollars p 24,720 25,791 26,857 29,012 2 -13.5 * 4.8 
Machinery (FRB)............ 1935-39=100 || p 273 273 Q75 281 0 +13.3 +26 .6 
Transportation equip. (FRB). .|) 1935-39=100 || p 229 | r 224 287 237 2 -3.8 +2.9 
AMLOMODINES he 8 Guietas sais units 305,345 282,601 | r 313,702 302,954 0 +114.6 +166.3 
Nondurable goods (FRB) (S)....|| 1935-39=100 || p —:167 170 172 176 8 BT +5.8 
COtbOnt cen tee eee bales 728,251 827,234 882,880 875,124 792,317 -12.0 -8.1 +5.4 
Wool Dee bs ei aren Meee eae million pounds n.d. 57.6 |r 60.7 62.8 66 .6a -5.1D -13.5¢ +0. 64 
(Rayomsyarne, sleds stucn eter million pounds 53.8/r 59.5 60.0 60.0 51.8 -9.6 +3.9 +6.9 
Food prod., mfd. (FRB) (S).. .|| 1935-39=100 } p 154 | r 155 157 158 139 0.6 4+10.8 43.7 
Chemicals (FRB) (S)......... 1935-39=100 || p 248 | r 253 251 252 233, 2.0 +6.4 +8.0 
Newsprint, North American. . .|| short tons 453,031 486,399 470,812 472,341 424,316 -6.9 +6.8 +8.4 
(Papen Lae, Taegan. % of capacity 106.0 106.2 105.1 106.1 104.6 -0.2 al 44.8 
Paperboard. aes fan cesinacedute % of capacity 101 101 100 101 97 0.0 +4] +6.0 
Boots and shoes?,.............|| thous. of pairs na. |p 36,491 |r 39,525 40,429 49,469a ~7.7b 26 .2¢ -15.6d 
Cigarettes (small)?............ millions 29,097 25,068 27,493 26,336 26,360 +16.1 +10.4 +3.7 
Mining (FRB) (S).............0+ 1935-89=100 ]p 149 152 142 148 139 2.0 +7.2 +13.6 
Bituminous coal.............- 000 net tons je 47,700 |e 57,400 | p 41,120 55,375 50,579 -16.9 -5.8 432.6 
Amthraciten so.) inthe eae ies 000 net tons |p 4,597 4,549 4,279 4,967 3,636 ceeyed +26 .4 -5.% 
Crude petroleum!............. 000 barrels e 5,128 5,033 4,974 4,908 4,896 +1.9 +4.7 +5.0 
Electric power’. .........600.0000- million kwh 4,657 4,596 4,656 4,758 4,037 =r Es +15.4 +18.0 
onstruction’: jus ie wincd nas eniile 000 dollars || 605,070 674,657 602,338 596,755 807,914 =10:5 -25.1 -13.0 
' Heavy engineering—Public’........ 000 dollars 66,317 46,466 60,201 28,592 51,570 +42.7 +28.6 +19.2 
Heavy engineering—Private’....... 000 dollars 62,977 56,466 53,417 71,512 87,297 411.5 -27.9 -8.7 
Distribution and Trade 

Carloadings, total™*.....:......... thousand cars 877.6 875.1 820.4 826.4 849.7 +0.3 +3.3 413.8 

Carloadings, miscellaneous**........ thousand cars 386.3 381.0 384.9 380.5 368.4 +1.4 +4.9 +10.4 

Retail trade (NICB) (S)........... 1935-39=100 | na.|p 291.6 288.3 288.5 228.4a +1.1b] © 4+27.%| +25.7d 

Department store sales (S)......... 1935-39=100 || p 286 291 276 Q75 276 -1.7 +3.6 +93 

Variety store sales (S)............. 1935-39 = 100 na. |p 194.7 205.4 198.3 184.1 -5.2b +5.8¢ +7.6d 

Rural retail trade (S).............. 1929-31 =100 na.|p 318.6 334.6 376.9 254. Ta -4.8b] +425.1c] +15.5d 

Grocery chain store sales (S)®....... 1935-39 = 100 n.a.|p $13.0 313.3 312.2 217. 4a -0.1b} +44.0c] +42.3d 

Magazine advertising linage........ thous. of lines 3,413 4,332 4,703 5,102 + 3,757 21.2 -9.2 -1.4 

Commodity Prices ; 

All commodities (BLS)®............ 1926 =100 p 147.8 |p 146.9 147.7 149.5 112.9 +0.6 +30.9 +33 .5 
Raw, materials: 235,664 mitwa ale a 1926 =100 p 160.2|p 158.6 160.1 163.2 126.3 +1.0 +26.8 +30.0 
Semi-manufactured articles....... 1926=100 p 144.2 |p 148.2 144.5 145.9 105.7 +0.7 +36.4 +41.8 
Manufactured products’.......... 1926 =100 p 142.3 |p 141.7 141.9 143.8 107.3 +0.4 +32.6 +34.3 
Farm products...............+5: ) 1926=100 p 17.9) p 175.7 177.0 182.6 140.1 +1.3 +27.0 +29.9 
BIQOGE eC ae sities e cons | 1926=100 p 161.8|p 159.8 162.4 167.6 112.9 +1.3 +43 .3 +47.0 

Sensitive industrial (NICB)®........ H 1929=100 149.3 148.2 153.0 151.5 103.0 +0.7 +45 .0 +52.3 

Sensitive farm (NICB)®............ | 1929=100 202.9 196.9 195.8 202.9 145.6 +8.0 +89. 4 +40.6 

eetail prices*s-rA\i.. ck. aireayor oats 1935-39 = 100 n.d. WW771\r 177.2 177.2 145.7 -0.1b +21.6¢ +21.8d 

Securities 

Total stock prices (Standard & Poor’s)|| 1985-39 = 100 119.1 115.2 119.3 123.7 153.2 +3.4 -22.3 -17.8 
imttistirralsn ncn. 2 ae calerce ese 1935-39 = 100 124.1 119.0 123.1 127.7 156.9 +4.3 -20.9 -17.0 
Railtoads ss. <ven na ec tene nes 1935-39 =100 97.6 95.1 102.2 109.9 161.8 +2.6 -39.7 -33.1 
LUC Wig WEN a es UP 1935-39 = 100 100.8 102.0 104.6 107.3 130.4 -1.2 22.7 -16.0 

Totalno. shares traded N.Y.Stock Ex.) thousands 22,676 26,864 29,003 25,218 31,969 -15.6 ~29.1 -39.6 

Corporate bond yields (Moody’s). . .|| per cent 2.81 2.79 2.78 2.79 2.71 +0.7 +3.7 +3.6 

Financial Indicators 

Bank debits, outside New York City} million dollars |} 49,293 47,459 46,910 49,962 43,219 +3.9 +14.1 +14.7 

New capital corporate issues........ 000 dollars 517,009 r 210,667 $75,689 309,822 $11,710 +145.4 +65.9 +63.7 

Refunding issues.................. 000 dollars 210,657 317,498 73,214 139,824 $82,151 -33.7 44.9 -59.0 

Comm., industrial and agric. loans®, .|| million dollars 10,639 10,780 11,064 10,986 7,506 -1.3 +41.7 +44.6 

National income payments......... million dollars n.d. 13,931 |r 14,065 14,686 12,7684 -1.0b +9.le]| +10.2d 


Money in circulation, end of month.|] million dollars |] p 28,299 'r 28,261 28,114 28,230 28,245 +0.1 +0.2 +0.9- 


_ ,SAdjusted for season variation ‘Shipments § *Consumption; cigarette consumption measured by tax-paid withdrawals Excludes reconstructed government shoes incl 
in data prior to 1944 Naver y Ome ‘Average weekly  ‘F. W. Dodge Beginceney News-Record—average weekly Grocery and combination cham store sales 
September, 1946, the Bureau of Labor Statistics carried motor vehicles’ prices at April, 1942, levels. In October, 1946, current prices were reintroduced. On April, 1942, levels, the Janu- 
ary indexes for All Commodities and Manufactured Products would have been 189.5 and 183.5 respectively; March, 147.6 and 140.2; April, 145.8 and 138.9; , 145.0 and 138.7; June, 
145.9 and 139.2. 140 centers aMay,1946 bPercen change, April, 1947, to May, 1947 cPercentage change, May, 1946, to May, 1947 dPercentage 5 months, 1946, to 5 moni 
1947 _ eEstimated fCopper, duty free through March, 1947, all sources beginning April —_n.a.Not available pPreliminary rRevised  *Value as traffic indicator sub; 
to variations in length of haul and amount loaded 
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Business Forecasts 


ESULTS of a business opinion poll made in May 

by Fortune were made public late in July. 

The study includes approximately 28,200 executives in 
manufacturing, wholesale and retail trade, transpor- 
tation, construction, utilities, finance and other in- 
dustries, with all sections of the country represented. 

Greater confidence was revealed by businessmen in 
their own companies than in the total economy. While 
three out of every four executives anticipate a sharp 

or moderate downturn in business generally, only 
41% expect their own gross sales to drop appreciably 
below the first six months of the year. 

Among manufacturers, whether they produce capi- 
tal or consumers’ goods, 25% look for an increase in 
dollar sales over the first half of the year, with as 
much as 8% anticipating a sizable increase of more 
than 15%. Approximately one third expect no appre- 
ciable change. Utility and transport executives were 
even more optimistic. Only 9% of the executives in 
manufacturing, utility and transportation count on 
higher prices as a factor in increasing dollar sales and 
35% foresee greater volume. Producers of consumers’ 
soft goods were on the average slightly less optimistic 
than other manufacturing groups. 

The majority of wholesale and retail trade execu- 
tives foresee a business decline. More than half of 
those polled in the wholesale trade expect a moderate 
or sizable decrease in dollar sales. Fifty-seven per 
cent of the retailers and wholesalers expect to charge 
lower prices in the next six months, compared with 
26% of the executives in manufacturing, transporta- 
tion and utilities. 

The majority opinion held that industrial produc- 
tion by the year end will have dropped to between 
179 and 160 from 188 in January (1935-1939=100) . 
About 16% anticipate increases of similar proportions, 
and 22% expect little change. Opinion ‘on gross na- 
tional product was similarly divided, with more than 
half expecting a moderate decrease. 


DEPENDENCE ON EXPORTS 


How dependent we are on foreign trade is a ques- 
tion of growing concern. The Joint Congressional 
Committee on the Economic Report queried Gen- 
eral Robert E. Wood, chairman of the board of Sears 
Roebuck and Company in mid-July, who contended 
that our economists have placed too much empha- 
sis on exports and price maladjustments and have 

not sufficiently considered the strong position of agri- 
culture. Even “if exports were cut materially, our 
_ economy should not crumble.” Should our farm ex- 


port market decrease, it is his belief that the do- 
mestic market would absorb the surplus. 

The present high rate of exports is due to end 
shortly, says Franklin Prager, executive vice presi- 
dent of Allied Metal Products and Supplies Corpor- 
ation. Declining exports will reach bottom in the 
summer of 1948, thereafter climbing to about $8 bil- 
lion. (At present, we are exporting at an annual 
rate of $15 billion.) 


FOOD PROSPECTS 


A House agricultural subcommittee, headed by 
Representative August H. Anderson on July 30, pre- 
dicted lower meat prices and a 15% increase in sup- 
ply by fall only if exports are reduced from present 
high levels. Paul S. Willis, president of Grocery 
Manufacturers of America, foresees no substantial 
price reduction of processed foods until 1949. In- 
creased raw material and labor costs, as well as the 
federal price-support program, will tend to keep food 
prices at present levels. 


STEEL 


The shortage of sheet and strip steel which has 
been hampering production of household appliances 
will probably not be relieved in 1948 or 1949, says R. 
C. Todd, vice president of American Rolling Mill 
Company. 

Testifying before the steel subcommittee of the 
Senate small business committee in mid-July, H. B. 
McCoy, director of the Office of Domestic Commerce 
in the Department of Commerce, predicted a high 
business activity level for the next two and a half 
years. He said that the department foresees national 
output running at $200 billion (current prices) 
through 1949. In 1946, gross national product ap- 
proximated $204 billion compared with $90 billion in 
1939. “If a recession comes,” said Henry H. Heimann, 
executive manager of the National Association of 
Credit Men, in mid-July, “it will occur in five or six 
years, not in a year or two. A recession could be 
avoided, however, with preparation.” Business fail- 
ures in 1948, he added, may be four times as many 
as in 1947, led by the West Coast. 

The June Bulletin on Furniture Industry, published 
by Seidman and Seidman, certified public account- 
ants, states that there is a possibility of a new spurt 
in demand resulting from forward and replacement 
buying. “It is beginning to look like a ‘receding reces- 
sion.’ While there was considerable irregularity in the 
house furniture industry in June,” the firm reports 
“nothing resembling the now well-publicized recession 
was visible. There are in fact indications that retail- 
ers—furniture and otherwise—are beginning to buy 
goods in some relation to their high rate of sales.” 


Rose Nawicu 
Division of Business Economics 
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Earnings and Hours in Manufacturing 


OTH hourly and weekly earnings again reached 

new peak levels in May, according to THe Con- 
FERENCE Boarp’s monthly survey of payroll statis- 
tics in the twenty-five manufacturing industries. 
“Real” weekly earnings and payrolls also rose. De- 
clines, however, were shown in average hours, em- 
ployment and total man hours. Reported wage-rate 
increases in May averaged 1.7% for all workers—the 
greatest gain in recent months. 

For the sixteenth consecutive time, the hourly 
earnings of production workers have reached a new 
peak, with the May average amounting to $1.329. This 
was 1.9% greater than in April and 12.67% more than 
the May, 1946, level. Wage-rate increases granted dur- 
ing the month and double-time payments earned for 
work performed on the Decoration Day holiday are 
the main contributing factors to this rise. 

The average weekly return of $53.59 in May was 
the highest point yet reached in this series and topped 
the wartime peak (which was largely influenced by 
long working hours and high premium payments for 
overtime) by: 5.1%. Increases in seventeen of the 
industries and declines in the remaining eight brought 
the May weekly earnings of production workers to 
a point just 1.5% above that of the preceding month, 
and 16.1% above the May, 1946, level. Since Jan- 
uary, 1941, the base date for the Little Steel formula, 
weekly earnings for the twenty-five industries com- 
bined have increased 75.1%, and since August, 1939, 
the month prior to the outbreak of war in Europe, 
they have risen 96.4%. 


Real weekly earnings, or actual weekly earnings 


adjusted for changes in the consumers’ price index 


in terms of 1923 dollars, also rose in May. The index 
was 0.39% greater than in April, but still lower than 
at any time from February, 1943, through September, 
1945. 

Average hours worked in May were 40.4, or 5.8 hours 
below the highest point reached during the war, in 
January, 1945. However, they were only 0.2% less 
than the April figure, but 2.8% above that of last 
May. Total man hours also showed a decline over the 
month. They were 0.6% less than in April, but 14.8% 
greater than in May of last year. 

As in the preceding month, employment in May was 
reduced slightly. Despite the two declines, though, 
the May index was orily 0.5% below that of March 
and was 11.8% above the May, 1946, level. The fur- 
niture industry showed the greatest employment de- 
crease—3.3%, and the rubber industry followed with 
a 1.4% drop. The remaining declines amounted to 1% 
or less. 

As a result of the negligible reduction in employ- 
ment, but an appreciable gain in weekly earnings, 
payrolls expanded 1.1% from April to May. The May 
index of 258.0 (1923=100) was only 6.4% below that 
of November, 1943, when the peak for the series was 
reached. It was, however, 29.8% above the index 
for May of last year, and 194.2% greater than the 
August, 1939, level. 

ExizasetH M. Case 


Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, 
TWENTY-FIVE MANUFACTURING INDUSTRIES 


Nore: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Average | Average 


Index Numbers, 1923 =100 


Weekly Earnings Pen wo 
Week per Employ- 
Production] ment 


Actual 


ree yee Actual Nominal 
Date Hourly | ‘eciy | Hou per | Hou ne 
Earnings | Earnings | Production| Production 
orker 
OSG May. cies os Set os $1.180 | $46.16 39.3 41.3 
Pare ge wesc seela ek es 1.189 47.20 39.8 41.2 
alyee, S606 1.194 47.64 40.0 41.2 
ATICUBE, Jb cosas sist a Wey Af 48.74 40.1 41.1 
September.......... 1.229 49.14 40.0 41.1 
October..... 1.231 | 49.79 40.4 41.0 
November.......... 1.243 | 50.14 40.4 41.0 
December........... 1.247 | 50.23 40.4 41.0 
1947 January............ 1.268 | 51.62 40.8 41.0 
MOGPUARYs 6) aidayeeg =< 1.279 52.10 40.8 41.0 
RIAPCH 2 oe hte we’ 1.285 52.10 40.6 41.0 
7.051 Niaeine ae See 1.3047] 52.79r| 40.5r) 41.0 
MB ye Ge tenet c cits 1.829 53.59 40.4 41.0 
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jurvey of Business Practices: 


Excerpts from Replies to Survey of 


Business Practices 
(See article on page 231) 


PRIMARY PRODUCTS 


etroleum and Products: 
Problem 


“The increased cost of capital expenditures for properties 
nd equipment is a major problem in our industry. Similar 
onditions prevailed after World War I and there was 
auch talk then as now about overstated profits and the 
elationship of depreciation to replacement costs, etc.” 


“Inflationary pressures after World War I did not cause 
Iteration of our depreciation policy. Hindsight indicates 
hat the decisions were sound. Although the present eco- 
1omic situation appears to be similar in many respects, we 
ecently inaugurated a thorough study of the present situ- 
ition.” 


“We do not expect to change our accounting practices 
n light of the current high cost of replacing facilities. We 
yelieve that regardless of how additional oil supplies re- 
juired in the future are obtained, costs will be so high that 
they will support the higher level of prices. This problem 
xf higher costs of replacements is fundamental in a grow- 
ng business such as ours and is a matter of great concern 
to us. It is something that cannot be fixed by changes 
in bookkeeping practices.” 

“We have observed that certain companies are making a 
contingent provision for higher replacement costs. This 
practice has not yet seemed appropriate in our situation be- 
cause our operations are widely scattered, not only in the 
United States but in foreign countries.” 

“Although the major portion of the cost of facilities ac- 
quired under certificates of necessity is fully written off in 
our federal income-tax accounts, our book treatment of 
such facilities follows our general practice. We did not 
charge the total cost of such facilities to expense on our 
books during the war years as did many companies. If we 
had, we probably would give serious consideration to a re- 
instatement of assets having a postwar use. 

“We have not felt that tax provisions and rulings have 
prevented or handicapped the adoption of a sound depre- 
ciation and replacement policy. We believe, however, that 
a great deal more discretion should be delegated to the tax- 
payer in determining the timing of depreciation charges to 
income.” 


Replacements a Major 


Steel: World War I Experiences 


“Replacing or improving existing facilities is extremely 
‘difficult at today’s costs. Our experiences following World 
War I are no guide to us under present circumstances.” 
_ “Replacing plant facilities is not a problem as we have 
‘not had to do much. If we did, the lines which would be 
‘served are profitable enough to stand some increase in the 
cost of machinery.” 

“Tn the past, replacement outlays have approximately 
weraged the amount of our annual depreciation, but we are 
urrently expending about twice this amount. So far, the 
situation has not presented any particular financial prob- 
; partly because our company has a good liquid asset 
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condition and partly because we have been disposing of 
some nonmanufacturing properties.” 


“We are making a very conscious effort to hold replace- 
ment of facilities to a minimum in the expectation that at 
some later date we will get more for our money.” 

“We have not created special reserves out of current 
earnings to offset the higher cost. The very large wage in- 
crease granted in steel as of April 1 and the one granted 
in coal leave little to be so allocated.” 

“We have not considered setting up any special reserves.” 


“Thus far, we have not created any special reserve funds 
for the replacement of plant facilities, although we con- 
stantly keep in mind that some of our plant has been 
written off under the wartime emergency plant facilities 
provision, and that our current depreciation charges are 
less than the current rate of actual depreciation. We be- 
rahe we are in no danger of penalty taxes under Section 

“We have created no special reserves and have not yet 
been particularly hampered by Section 102, although it is 
very possible that this may give us some uneasiness in the 
near future.” 

“The amount involved has not been considered large 
enough to warrant our having a book depreciation at vari- 
ance with tax depreciation.” 

“We do not believe in the practice of reinstating equip- 
ment which has been fully charged off.” 


METAL MANUFACTURES 
Automobiles and Equipment: Section 102 Unreasonable 


“The greatly increased cost of replacing facilities does 
not present too difficult a problem at the present.” 

“We have made no adjustment of our depreciation and 
replacement policies because of higher costs.” 


“We have not found it necessary to engage in expansion 
on a great scale at today’s costs. Our business is long estab- 
lished and plant and equipment values relatively stable. We 
are constantly replacing a portion of our facilities from year 
to year. So the effect of higher replacement costs is not 
significant in our case.” 

“The growth of our company has been particularly great 
since 1939. As a consequence, many of our productive ma- 
chines are relatively new and we are not faced with the 
immediate problem of replacing them. Under these circum- 
stances we do not have a difficult problem at this time.” 


“While we are conscious of increased replacement costs, we 
have not established a special reserve to take care of them.” 

“We have not considered setting up special reserves.” 

“We feel strongly that Section 102 is an uneconomic 
provision. Had it existed and been enforced in past years, 
it would have prevented the growth of our company.” 

“While we have not been hampered to any appreciable 
extent by Section 102, we do feel strongly that it is un- 
reasonable.” 


“The original gross values of fully amortized facilities ac- 


quired during the war are not significant when compared 
to the total assets. 

“The true productive value of fully depreciated or amor- 
tized facilities used in production should be set up on the 
books and an offsetting reserve credited in plants where 
the unit cost of each item produced is substantial. In our 
plant the units produced are small and each unit individually 
has so little value that the item of depreciation would have 
too little effect on the cost to reinstate the value of the asset.” 


“We recommend that the administration of the tax law 
permit the taxpayer to establish his own rates of depreci- 
ation so long as they are not too fantastic and are consist- 
ently applied.” 

“A tax policy allowing the depreciation of capital assets 
based on current values would provide a stimulus to pro- 
ductivity since it would encourage investment and reinvest- 
ment in new and modern machinery and equipment.” 


Electrical Supplies: No Special Reserves 


“We do not have any particular problem of depreciation. 
Under the formula which we established many years ago, 
much of our machinery has been fully depreciated and is 
still in operation.” 

“We do not consider this a problem since less than 1% 
of our costs is represented by depreciation.” 

“Depreciation schedules of recent years are no longer suffi- 
ciently large to cover the costs of replacing equipment. 
Machine tools depreciated on a fifteen-year basis will cost 
twice as much to replace today. But the new machine is 
superior to the old and will do a lot more.” 


“Conditions today are parallel in many respects to those 
after World War I, although we did not have the same 
need for expansion in the earlier period.” 

“We feel that we have a sufficiently large surplus to 
take care of this matter.” 

“So far, Section 102 has not been a factor with us. In 
the past couple of years, earnings have provided no surplus 
because of expanding production, sales, and a strike in 
1946. We are, however, earmarking earnings for a definite 
usage, such as additional inventories, capital investments, 
etc.” 

“Section 102 does not affect our operations as we are 
currently borrowing money for expanding operations.” 

“We concluded that, in making substantial expenditures 
for a new building, it was proper to maintain our dividend 
policy on a conservative’ level.” 

“The only facilities which have been fully depreciated 
for income-tax purposes on which we are currently book- 
ing depreciations are fully amortized emergency facilities.” 

“We are not favorably impressed with a policy of rein- 
stating on our books facilities which have been fully depre- 
ciated for income-tax purposes. We have, however, revised 
certain of our depreciation schedules after consultation with 
Treasury Department officials, since we continue to use 
buildings constructed almost fifty years ago.” 


Hardware: Higher Prices or Deflation? 


“Although there is a problem, we have not recognized 
in our statements the increased cost of replacing machinery 
and equipment. Are prices going to continue to increase, 
or will we have a certain amount of deflation as we did 
after World War I? We think it best not to make any 
changes until the price picture for the future is more 
clear.” 

‘During the war we accelerated our depreciation rates 
from 50% to 100%. We have somewhat modified this ac- 
celeration to present a picture of actual depreciation.” 
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“We have not created any special reserves out of current 
earnings to provide extra funds for the replacement of 
plant facilities for we feel that such reserves do not assure 
the necessary funds when needed.” 


‘ 

“At the end of 1945 we reinstated on our books certain 
facilities acquired under certificates of necessity, less normal 
depreciation from date of acquisition. We have continued 
to depreciate these reinstated amounts in order to reflect” 
proper depreciation charges in our operating costs.” 

“While we feel that in general the practice of reinstating, 
fully depreciated assets is not a good one, we might make 
exception in the case of assets acquired under certificates 
of necessity. Rather than reinstate fully depreciated facili- 
ties at random, it might be better for management to rec- 
ognize that such facilities are used when setting prices and 
reporting profits. In explaining to stockholders, a footnote” 
to the balance sheet might be used.” 

“We believe that the tax authorities have been relatively 
reasonable in setting depreciation rates. If their policies 
were liberalized, there would be more fully depreciated 
assets in use than there are today.” 


Industrial Machinery—General: Use War Surplus 


“Since the war, we have purchased, from earnings and 
surplus, equipment in amounts far beyond our annual 
reserves for depreciation. We have taken full advantage of 
RFC surplus equipment and our purchases have probably 
averaged less than 50% of what they would have been had - 
we purchased new equipment. We do not anticipate too 
much difficulty in the future in making normal replace- 
ments.” 

“Since we replace a very small part of our tools in any 
given year, the increased cost of replacements is not an 
important problem to us. We think that adequate funds 
will be available from profits.” 

“Our depreciation and replacement policy has not been 
affected as a result of higher costs.” 

“The increased cost of replacing facilities presents a dif- 
ficult problem which is in no way influenced by our experi- 
ence after World War I.” 

“We have been able to buy a substantial amount of ma- 
chine tools from government excess stock at low cost.” 

“We do not plan to create a special replacement reserve 
because the same result is obtained by maintaining a con- 
servative dividend policy. With regard to Section 102, we 
feel that the Treasury will take the replacement problem 
into consideration.” 

“We have taken steps to establish reserves to provide 
extra funds for replacement of facilities.” 

“We do not feel that Section 102 will be particularly 
harmful.” 

“We have not fully reinstated depreciative assets on our 
books as we feel that their effect on our profit picture is 
not large enough to be important.” 

“We have not reinstated facilities acquired under certifi- 
cates of necessity and fully written off because costs created 
thereby would distort earnings.” 

“We do not believe that we should misstate our present 
costs by adding theoretical depreciation that does not now 
exist. Inclusion of such costs would increase our inventory 
values.” 


Industrial Machinery—Specialized: Depreciation Re- 
serve Funded 


“We have adequate facilities for any volume which we 
might reasonably expect for a considerable number of — 
years.” 
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“We feel that the question of how much to establish 
as a liability reserve is not so important as the problem 
of having the money ready when it is required. We propose 
that depreciation be taken out of the classification of 
mere bookkeeping abstraction and that a fund be estab- 
lished on the asset side of the financial statement. The 
fund cannot be spent for anything but the purpose for 
which it was intended.” 

“The matter of replacements constitutes an important 
problem to us at the present time. We have recently been 
replacing partly worn-out machinery with new machinery 
of the same type costing from five to ten times as much 
as the replaced machinery.” 

_ “Section 102 is a threat to the proper retention of earn- 
ings for replacement purposes.” 


“We have been able to replace our equipment at a reason- 
able cost as a result of a very aggressive program in ac- 
quiring war surplus machines.” 

“During the war years when the Treasury did not stress 
Section 102, we set up a ‘reserve to provide for abnormal 
future losses which may result from wartime or postwar 
conditions.’ But all replacements of equipment are taken 
‘care of without using any of this reserve.” 

“We set aside the amount of our depreciation reserve 
for the purchase of new equipment as it is required.” 

“We do not approve the practice of reinstating fully de- 
preciated facilities on the books. It would promote great 
confusion in the presentation of corporate statement and 
result in a corresponding lowering of standards.” 

: “We frown upon the practice of reinstating fully depre- 
ciated facilities.” 

“We have not reinstated fully depreciated facilities ac- 
quired under certificates of necessity because of accounting 
complications, effect on divisional operations, and the fact 
that unit costs would be very little affected.” 

“Present taxing policies are too strict and _ business 
should be encouraged to depreciate its facilities more 
quickly.” 

“The taxing authorities have prevented us from adopting 
a sound depreciation policy by not giving sufficient weight to 
obsolescence.” 


Machine Tools: Increased Efficiency a Factor 


“Progress in design has kept the productivity of machine 
tools in line with selling prices. Although machine tool 
prices have risen 35%, this increase does not approach that 
in wages and materials.” 

“We have purchased many war surplus machine tools 
and our replacement program is virtually at an end.” 

“We have engaged for the past two years in a heavy re- 
placement program. This, coupled with a favorable profit 
condition, makes the replacement problem not at all serious.” 

“The effect of higher costs of replacements is more serious 
to us today than it was in the early Twenties. Because we 
have other more serious problems, we are spending the 
amount of our depreciation charges and taking from avail- 
able resources whatever extra amount is necessary.” 

“Tf prices were normal, we would make more replace- 
ments and undoubtedly our customers would do more re- 
placing.” 

“We have established reserves for the replacement of 
plant facilities and have given due consideration to Section 
102. 

“We have not reinstated any facilities already fully 
depreciated.” 


We do not believe in reinstating fully depreciated facili- 


“T do not see the advantage in reinstatement.” 
f=) 


“A more liberal depreciation policy on the part of the 
Internal Revenue Department would influence many con- 
cerns to replace obsolete, but not necessarily worn-out, 
equipment much earlier and would thereby boost the na- 
tional economy.” 


“The Treasury Department’s views of depreciation pro- 
priety and Section 102 are decidedly restricting influences. 
A sounder and more iucrative arrangement would be to 
accord the taxpayer greater freedom in determining his de- 
preciation program.” 

“We find that the depreciation policies of the Internal 
Revenue Department are becoming more narrow and rigid.” 


Office Equipment: No Fear of Section 102 


“Our program of replacing machinery and plant facilities 
is nearing completion. This has been done with resources 
built up over a period of years as we have always main- 
tained a strong reserve position.” 


“Replacement of tools, machinery and equipment is han- 
dled through funds derived from current earnings. Expen- 
ditures for capital additions are financed through long-term 
borrowing.” 

“The greatly increased backlog of orders after World 
War II has created a more urgent need for plant replace- 
ments and additions than after the First World War.” 


“The purchase of replacements is being spread over a 
period of four or five years.” 

“We have not created special reserves out of current 
earnings but we have provided the extra funds needed for 
plant additions and replacements in our financial budgeting. 
We do not feel hampered by Section 102.” 

“We have discussed the advisability of adding a per- 
centage to the sales price of our products and placing the 
amount collected in a reserve.” 

“We are building up reserves in addition to those set 
aside for depreciation. Part of these reserves could be used 
for the purchase of higher-priced machines.” 

“We have not created special reserves but we are making 
appropriations out of current earnings.” 

“We operate under a standard cost system and the prac- 
tice of reinstating fully depreciated assets on the books 
is not part of our accounting policy.” 

“We do not see the purpose of reinstating fully depreci- 
ated facilities.” 

“We do not find that current tax rulings have handi- 
capped us in adopting a sound depreciation and replace- 
ment policy.” 

“We believe that the government should be more liberal 
in the matter of depreciation rates.” 

“Tt might be well for the Treasury to consider increasing 
the allowance for depreciation for tax purposes. This would 


_ speed up replacement programs and would result in im- 


proved manufacturing efficiency.” 
“Current tax provisions and rulings do not handicap us.” 


Railroad Equipment: Conservative Dividend Policy 


Seen as Solution 


“While replacement of facilities at present costs is a 
difficult problem, we have made no changes in our method of 
depreciation.” 

“We recognize that the increased costs of replacements 
should be taken into consideration in determining normal 
costs and selling prices for products of plants built in times 
of lower prices.” 


246 THE CONFERENCE BOARD A 


“The present high costs of replacements have not created 
a difficult problem for us.” 

“We would make further purchases were it not for the 
high prices.” 

“We are giving serious consideration to setting up re- 
serves out of current earnings. It seems reasonable to as- 
sume that price levels will remain high in the foreseeable 
future and that one should face these facts when consider- 
ing disposition of current earnings.” 

“My feeling is that a conservative dividend policy is the 
practical solution.” 

“We do not favor the practice of reinstating on the 
books fully depreciated facilities. In establishing current 
selling prices, however, costs of production include a de- 
preciation charge for all facilities being used, regardless of 
their status on the books.” 

“While recognizing that there is some value from the 
point of view of conservative accounting to show current 
profits on the basis of our current costs including machinery 
costs, we still believe that this value is more than offset by 
the difficulties of maintaining special accounting records 
in addition to those required for Federal tax purposes. Our 
theory is that higher operation and repair costs offset 
the elimination of depreciation costs on fully depreciated 
assets still in use.” 


“We are charging the operating costs of each of our 
plants after including depreciation on the assets which have 
been fully amortized or fully depreciated, and eliminating 
these costs before arriving at a total for the company as a 
unit. This procedure results in the proper reporting of in- 
come to the stockholders, employees and other interested 
parties, and still gives management information needed in 
Judging the results of plants.” 

“Tax authorities should recognize a more liberal inter- 
pretation of depreciation laws and regulations such as a 
method whereby depreciation could be geared to volume of 
output and fluctuate with the level of production.” 


OTHER MANUFACTURES 
Chemicals: Funded Reserve Created 


“Owing to technological developments and improvements 
in types of equipment, the problem of replacements is 
more complicated than merely a question of the relation 
of the depreciation account to the new equipment require- 
ments.’ 


“The increased cost of replacements has not presented 
a difficult problem.” 


“We are proceeding with the purchase and construction 
of projects which are very important for the company’s wel- 
fare. We are deferring other projects until current high 
costs are eased.” 


“A funded reserve has been created out of surplus to cope 
with the problems raised by the greatly increased cost of 
replacing facilities. We have not been seriously hampered 
by Section 102.” 

“We have been setting up a reserve in our minds but 
not on our books. We believe that we have adequate de- 
fense against any liability under Section 102.” 

“We feel that we can establish the need for extra funds 
for the replacement of facilities to the satisfaction of the 
administrators of Section 102 without the formality of mak- 
ing a book entry.” 

“We have never distributed 70% of our net earnings, but 
have always withheld profits each year for the addition of 
new plant and equipment and the replacement of obsolete 
plant facilities. We do not believe that Section 102 applies 
to cases like ours.” 
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“The only special type of reserve which we have set up in 
the past year has been a reserve out of current earnings for 
possible market declines on our raw materials.” 


“While facilities acquired under certificates of necessit: 
are today fully depreciated for tax purposes, normal depre- 
ciation is being charged against them in the financial reports 
issued to stockholders.” 


“We do not reinstate fully depreciated facilities because 
the amounts involved and our methods of cost distribu- 
tion have not required it. However, we believe that the 
practice is warranted when substantial amounts are in- 
volved.” 


Food: Building Projects Being Postponed 


“We were unable to replace plant and equipment on a 
normal basis during the war years. Consequently, we have 
had no alternative but to make substantial purchases of 
equipment and trucks since they became available. On the 
other hand, we have postponed practically all building 
projects.” 


“Our replacement program during the war was curtailed 
so that our expenditures for the next few years will be in 
excess of our depreciation reserve, but we have been able 
to handle all of our capital expenditure requirements out 
of earnings.” 


“As depreciation charges provide only a part of our 
capital expenditure requirements, we have had to reinvest 
earnings. This has necessitated the borrowing of funds to 
provide necessary additional working capital.” 


“Increased costs of replacing equipment do not present 
a difficult problem to us because we have adopted a policy 
of deferring replacement projects until we feel that building 
costs are more in line with other costs.” 


“The book value of our assets is less than a third of their 
replacement value based on a recent appraisal by an out- 
side company.” 

“Replacement has not yet become a problem with us. 
I believe that the cheap dollar will never return and that 
we shall continue to price our products, replace and depre- 
ciate assets, and earn profits in terms of approximately the 
same size dollar we now use.” 

“We are carrying through projects, postponed because 
of the war, regardless of the cost. However, we are going 
more slowly in the construction of new buildings than in 
the purchase of equipment.” ; 

“We have considered setting up a reserve for excessive 
replacement costs but this plan appears to be impractical 
in view of Section 102.” 

“We have not created any special reserves but have main- 
tained a conservative dividend policy and have retained a 
substantial portion of company earnings for necessary busi- 
ness expansion. Section 102 has not hampered us.” 

“We have considered the creation of special reserves 
but have arrived at no conclusion. We are not particularly 
disturbed by Section 102.” 

“We have considered and discarded the plan of establish- 
ing a reserve for replacements.” 

“We have not created a special reserve because our 
ordinary capital expenditures for replacements are still 
about equal to depreciation.” 

“We believe that depreciation of fully depreciated assets 
should be continued in company reports.” 

“Because the amount of fully depreciated facilities has 
not been substantial, we have felt that no real purpose is 
served in reestablishing on our books their cost.” 

“We have never charged depreciation to costs or profits” 
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on fully depreciated assets because they usually have low 
efficiency and high repair and maintenance costs.” 


“Reinstating fully depreciated assets seems to be a ques- 
tionable practice from the standpoint of sound accounting.” 


“We believe that tax authorities should permit depre- 
ciation rates that start with larger charge-offs and graduate 
downward each year.” 


“A more liberal policy on the part of the Bureau of 
Internal Revenue with respect to depreciation allowances 
should encourage replacement and additions.” 


“We feel that basically the tax law permits a reasonable 
allowance for depreciation. The greatest field of difference 
between taxpayers and the Treasury Department lies in 
the advantage of hindsight which is available to the tax 
authorities.” 

“We only feel handicapped in that we are prevented 
from writing off inflated costs at an accelerated rate.” 


Lumber and Products: Special Reserves Considered 


“The increased replacement costs have presented a diffi- 
cult problem which we have endeavored to solve by a 
vigorous program of maintenance to prolong the period of 
usefulness of present plants and equipment.” 

“Greatly increased costs of replacements present a diffi- 
cult problem because of high taxes, Section 102, low de- 
preciation and increased requirements of working capital 
to carry accounts receivable and inventories.” 


“We have found it necessary to plow back the major por- 
tion of our earnings, not with a view to expansion, but in 
meeting an inescapable demand for proper service to supply 
the needs of our trade.” 


“We are considering setting up a special reserve to pro- 
vide extra funds needed to replace equipment and timber, 
but no plan has been developed. However, we have been 
retaining our earnings and building and replacing timber 
and equipment currently. We are hampered by Section 102 
because of the uncertainty of what constitutes ‘reasonable- 
ness.’ ” 

__ “We have not considered setting up a special reserve al- 
though our earnings have had to be applied mainly to 
replacements and additions.” 

“There is much justification for the practice of reinstat- 
ing fully depreciated facilities in the case of those which 
have been amortized over a short period.” 


Paper and Products: Two Sets of Books Proposed 


“We do not find the increased cost of replacing facilities 

a difficult problem as yet because it is easy to find dollars 
now. Should profits shrink while prices remain high this 
may become a difficult problem. Today we are proceeding 
with a moderate program of replacement and expansion 
regardless of current costs.” 

“We have not experienced any stringent financial prob- 
lems because of the increased costs. We have financed our 
construction program through retained earnings and through 
a bank loan.” 

“Because of high costs, we have abandoned plans for a 
30% expansion of our plant facilities.” 

“We recognize the present problem of higher cash re- 
quirements for replacements and also the future problem 
which will stem from having a high cost level for plant re- 

_ placements frozen into the capital structure at a time when 
price levels will be lower than they are at the present.” 

_ “We are slowing down expansion and replacement pro- 

_ grams because of the heavier cash requirements under pres- 
ent-day costs.” 
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“After the First World War, major improvements and 
expansion of the plant took place at 2% to 3 times the 
prior cost. The subsequent drop in market price of raw ma- 
terials, committed for under long-term contracts, nearly 
broke the company. Today we are not putting any money 
into bricks and mortar but we are investing a substantial sum 
in improving our production equipment, and we expect this 
equipment, handled by the same working force, to produce 
25% to 30% more product.” 

“We have consistently allocated cash to a reserve ac- 
count set up to insure funds for necessary repairs and im- 
provements. We have definite plans and specifications on 
file for projects to be financed through this reserve and 
consequently do not anticipate any difficulty under Section 
102.” } 

“We are withholding dividends for this purpose but not 
setting up any special reserves.” 

“We have not yet set up reserves out of current earnings 
to provide extra funds, although we consider that this may 
become necessary.” 

“We have given consideration to the creation of a special 
reserve but have not established such a reserve as yet.” 

“Because depreciation is a minor factor in our over-all 
manufacturing costs, we have not deemed it necessary to 
reinstate fully amortized assets.” 

“The influence of fully depreciated assets is not considered 
a major item; we have not reinstated any.” 

“It appears that as a sound accounting policy these assets 
should be reinstated.” 

“We have never instituted the practice of reinstating fully 
written-off facilities.” 

“We have felt that the taxing authorities should allow 
each company to set its own depreciation policy so long 
as it is a consistent one. A company can.only charge off the 
total cost of the asset, and it should not make too much 
difference whether this is done in five or eight or ten years.” 

“We believe that current tax provisions do not recog- 
nize today’s problems regarding increased cost of replace- 
ments and that they handicap the replacement of obsolete 
machinery.” 

“Current tax provisions and rulings have not had an 
appreciable effect upon corporate policies concerning depre- 
ciation and replacements.” 

“Two current tax provisions and rulings which handi 
cap sound replacement policy are: (1) the section of the law 
having to do with ‘involuntary conversions’ and (2) the 
bureau’s failure to grant some form of accelerated depre- 
ciation or special allowance on machinery and equipment 
bought at today’s prices. We are considering setting up two 
sets of books on property and depreciation.” 


Textiles: Higher Machinery Prices No Barrier 


“The greatly increased cost of replacing plant facilities 
is an insurmountable difficulty because there is no source 
of money for such replacements. We have a considerable 
surplus but, if we were to spend it for this purpose, it 
would be gone before all replacements could be accomplished 
and it would weaken our financial structure to a consider- 
able extent.” 

“We find that the building market is so completely out 
of line with everything else that we have deferred our plans 
for building and replenishment of equipment.” 

“Although improved equipment may cost more than the 
reserve accumulated to acquire it, it is likely that it will 
effect important savings in labor hours. We believe, there- 
fore, that the higher prices for machinery and facilities will 
not act as a barrier to their acquisition.” 
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“We are taking part of our replacement cost out of 
earnings. This can continue so long as profits are good.” 

“We have created a special reserve out of current earn- 
ings to provide funds which are urgently needed for the 
replacement of plant facilities. However, although it is a 
large figure, it is not nearly enough to cover our needs.” 

“We are setting up reserves out of current earnings 
to take care of replacements. If it were not for Section 102, 
we would be more liberal in our anticipated reserves. We 
feel sure that this section is going to restrict reasonable re- 
placement and additions.” 

“While we have not created special reserves, we have en- 
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deavored to hold back in liquid form such part of our cur- 
rent earnings as we feel may be needed for plant replace- 
ment.” 

“We have not reinstated facilities which have been fully 
depreciated because we feel that there are many offsets 
where enough depreciation has not been taken.” 

“The matter of reinstating certain facilities is not per- 
tinent to our situation.” 

“It does not seem practicable to reinstate fully depreci- 
ated. facilities.” 

“I don’t like the idea of reinstating because there is too 
much opportunity for finagling.” 


Stocks Still Accumulate 


desea end of the expected postwar inventory boom 
has not yet arrived. Stocks in the hands of man- 
ufacturers apparently continue to increase at the same 
rate which has characterized the increases since the 
beginning of the year. 

A preliminary report from the Commerce. Depart- 
ment shows that manufacturers’ inventories advanced 
to $22.7 billion, a gain of $300 million in book value 
during June. The increase was accounted for entirely 
by the durable goods industries; every industry in the 
group contributed to the general rise. 

The dollar volume of manufacturers’ shipments in 


June is estimated at $13.6 billion, slightly below that 
in May. On a daily average basis (1939=100), how- 
ever, deliveries rose 3% in June over the May rate. 
In the hard goods group, only the nonferrous metal 
and furniture industries reported sizable contractions, 
while increased volume of deliveries in the automobile 
industries accounted for the expanded daily rate of 
shipments for the group as a whole. 

A detailed breakdown of the June data is not avail- 
able on an index number basis. The tabulation will 
appear in the next issue of The Business Record. 
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Manufacturers’ Inventories, Shipments and New Orders 


Source: Department of Commerce 


Item 
May April! 
Enventories* crc ban chon thot ae ee 295 222 
Durable: poodant o.w.-. ane e ae 251 244 
Automobiles and equipment :............ 310 800 
Transportation equipment (except autos) 961 928 
Iron and steel aid productss fe ter cue 150 145 
Nonferrous metals and products.......... 187 184 
Machinery, including electrical .......... 335 327 
Nondurable goods’, ji.2. sate). oatoe ae oak 203 202 
Chemicals and allied products............ 228 222 
Food and kindred products.............. 198 201 
Paper and allied products................ 208 201 
Petroleum Pennings sein. oes seh ee 142 139 
Textile-mill products...................- 187 187 
Silipiientarnnsat cas citeresiee Mop ceh eerie 284 287 
Durable goods! etre. se) socks ce eee 314 320 
Automobiles and equipment ............. 258 Q77 
Transportation equipment (except autos). 601 597 
Iron and steel ane Products; $795.00 ne 265 268 
Nonferrous metals and products.......... 376 371 
Machinery, including electrical........... 369 367 
Nondurable goodsti4 6.5.64... 2 denne: 263 265 
Chemicals and allied products........... 264 Q77 
Food and kindred products.............. 282 281 
Paper and allied products................ 276 278 
Petroleum and coal products............. 255 244 
Textile-mill products..............0.00. 199 209 
ING WAMDTGCIR cc b.c se nhtenes eden yon aumenee 236 242 
arable goodsy.: os 25 etic fon suet da ae 240 279 
Iron and steel and products.............. 249 310 
Machinery, including electrical........... 284 314 
Nondurable’ goods)... sui odsnc.'oa tae 233, 219 


1Revised *Figures relate to the end of the month 
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Index Numbers, 1939=100 


Percentage Change 
April, 1947 | May, 1946 


to 
May, 1947 | May, 1947 
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